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MEMORANDUM FOR:

SUBJECT ~: Multinational Corporations and
Developing Countries

1. Per your phone request of 4 September 1975, we
have made a quick search of the literature on multinational
corporations (MNCs). We believe that the four items enclosed
provide the information you desire. The first enclosure
is a brief tabulation of our judgement as to the probable
; economic effects of MNCs on 1 veloped host countries.
25X1 The second is a study done by of our office.
The third is an excerpt from D¥. Raymond vernon's book on
MNCs, and the fourth is an excerpt from a United Nations

study.
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2. We believe that these three enclosures present
. 25X 1 ~a balanced look at the impact of MNCs. | | study
' looks at the theoretical impact of MNCs on all host countries,
both develcped and developing. The latter two deal specifically
! with the impact of MNCs on LDCs. Dr. Vernon's book probably
" has a slight bias toward the favorable effect of MNC; the

UN study is biased somewhat in the opposite direction.
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3. If you have further questions, please call Mr.

15X 1
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Acting Chietf
Western Europe Branch
Industrial Nations Division ' o
office of Economic Research @g;ﬁi?@{ﬁ _—
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5 SUMMARY OF PROBABLE ‘
: EFFECTS BY MNCs
¢ ON HOST COUNTRIES §
! ' k
‘ Area of Impact ' Direction of Effect ;
K
| ?
. Employment i Positive T
| Income Level Positive ‘
j . i
‘ Tax Revenues Positive }
Balance of Payments Positive at first :
but possible \
negative in !
f : ‘ ) : later years !
i ' , o (except for . i
b b investments in |
: o resource extrac-
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‘ Income Distribution . Negative
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. -~ The Multinational Spread

The Harvcra biuliinational Enterprise Series

EDITEC BY RAYMOND VERNON : Of U‘. S. E,nlte/)nz),inises -

Sovercignty at Bay: The Maltinationa! 5pre: I of I1.S. Enterprises
RAYMOND VERFON

Managing the Multinationcl Enterprise (forthcoming) BY
JOHN M. STC’FORD and LOUIS T. WELLS, JR.
\ AT
Money in the Multinati nal Enterprise: A Study of Financial Policy R AY M O N D V E R N O N
(forti.zoming) .

SIDNEY ROBBINS, DANIEL M. SCHYDLOWSKY, and ROBERT B. STOBAUGH -

Scientists and Salesn en: The Multinational Spread of the U.S.
Pharmaceutical Industry (forthcoming)
LAWRENCE H. WORTZEL

BASIC BOOKS, INC.

Publishers
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oicial/Circles. But the/exisience of opficns, irrespect

.spfne countrics, esp:

ially for those yhat are accusto
scnse of control.*® :

The Less-Developed Areas

The cighty or so icss-developed countries of the 'worlf:l come in
all shapes and sizes, and their cultural and historical back-
grounds present extraordinary varicty. chcnhc_lcss, -the stand-
ards by which they are prone to judge the cffects of‘ mvcslmer'n
by miultinational enterprises have a striking uniformity. What is
more, the standards are not unlike those that the more ad-
vanced host countrics tend to apply; the differcnces are largely
those of cmphasis. Those differences in emphasis, h?\vever,
can produce spectacularly different judgments regarding the
effccts of the enterprises. .

THE MOBILIZATION OF RESOURCES
f the resource transfer of U.S.-owned multinational enter-
prises to the less-developed countrics were mc;xsu.rcd simply
in terms of long-term capital movements, the activ%txes of thc§c
eri!crpriscs would be counted as only marginally important in
the Iess-developed world. The direct investment flow from the
United States to the kess-developed arcas during the 1960s, for
instance, came to less than St billion annually. This is a
modest sum when compared with such ynrdsxick§ as annual
gross capital formation in the less-devcloped countries, amount-
ino to about $35 billion in the middle of the decade, or
- :mcnu:xl international resource flows to these countries of about

SN,
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National iconomic Consequences

$12 billion. But these forcign-owned subsidiarizs were much
more than conduits for foreign capital; they were mobilizers
of lceal reso wees, as well as celleciors and orgunizers of
people and infermation. For less-developed econemics, where
local institutions for the mokilizotion of rescurces were gen-
crally not very strong, this function had a significance all its
own.

The degree of mobilization of resources by U.S.-owned sub-
sidinries is suggested by the fac. that for every dollar of capital
transferred from the United States to these subsidiarics in the
less-developed countrics, about $4 more of capital were col-
lected by the subsidiarics from other so irces, including sources
internal to the less-developed areas.® Whiie 1he subsidiaries
employed about 26,000 U.S. nationals, they also had 3 million
or so locally recruited employees.?’ As usual, however, the
intangibles are probably the most imp rtant assets of all: in-
formation on production and marketing techniques; a commit-
ment to the creation of a local organization; a capacity, effi-
cicnt or otherwise, to search out nceded inputs in the local
economy or abroad.

In theory, the imp: »t of these subsidiaries could be measured
by the economic yardstick of relative productivity. In practice,
it is next to impossible to find a s:atistical basis that allows a
plausible comparison to be iade. Local competitors are some-
times preparcd to agree—indeed, 10 insist—that the productivity
of forcign-cwned subsidiaries exceeds their own. But in explain-
ing the difference they - 2nd to stres- sucl. factors as the foreign
subsidiary’s access to ¢ edit or its use of well-established trade
names.* These factors, they argue, lead to higher sales and less
variable sale. than those of the local compctition, thereby making

* Consistent wit's this view is evidence in W. J. Bilkey, Industrial Stimulation
(Lexington, Mass.: Heath Lexington Books, 1970) p. 172. Bilkey demonstrates
that in El Salvador the obstacles perceived by loca! entrepreneurs and those
perceived by foreign-owned enterprises, when contemplating the expansicn of
production, were quite different. The local firms were widely concerned about

the availability of credit, whereas the forcign-owned firms were much less
concerned on that score.
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for lower unit costs. This issue, therefore, sits in limbo until
better figures can be produced. There are other fundamental
issuzs. however, en which mose can be said. Onc of these is the
baience-ol-payments impact of a forcign-owred  subsidiary.

BALANCE-OF-PAYMENTS EFFECTS

The balance-of-payments issue is far more important for the
less-developed arcas than for the advanced countries. In the
advanced countrics. the nezd for foreign cxchange varies con-
siderably according to countrics and to periods. For the less-
developed areas, however. foreign exchange is widely regarded
as a scarce resource that chronically inhibits growth.

The prevailing view in developing countries is that foreign-
owned subsidiarics decapitalize the country that plays host to
them; their operatiens are said on balance to reduce the

% supply of funds available for investment in the country and to
buiden the national balance of payments. The demonstration
is simple enough: Frcm 1960 to 1968, when approximately
S1 billion of fresh capital was being transferred annually to
U.S.-controlled subsidiarics in the icss-dc\'elopcd areas, ap-
- proximately $2.5 billion was being withdrawn annually in the
form of income alone.* If withdrawals in the form of royalties
2ad of the overpricing of intermediate goods were added, the
ﬁgure would be still larger. The case for the decapitalization

LS
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¢fore, may seem faiily vigorous.
Heswever, it 1akes only a moment's reflection to realize that

: figures of this sort are quite misleading, at least to the extent

- that they purport to measure balance-of-payments impact.
Implicitly. the figures assume that the only balance-of-payments
effect of the foreign-owned subsidiarics’ operations is capital
inlows and remission outflows. In.reality, as was noted earlier,
the presence of the forcign-owned subsidiary has an impact on
every item in the balance-of-payments accounts.

«. . -The Treasury Departmen: study throws some light on that
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impact.® The balance-of-payments estimates, shown in Table
5-2, prove stiikingiy differcnt from the popular gercralizations
on the subject. They offer only slight encouragement to the
school that sees forcigners® divect investments as the ansver to
the forcign exchange shortug=s of these countries. And tiicy
offer no comfor. at all to the school that sees foreign direct
investmentas a balancc-of-payments drain.

In model A, it will be remembered, the U.S. investor is
assumed to have a free choice in deciding whether to scrve
his market by means of a local subsidiary. In Latin America,
his dccision to invest in such a sutsidiary is seen as generating
a small positive payments balance for tae host country during
the first ycar ater the investment, and ¢ slightly farger positive
balance during the tenth year. In other less developed areas,
the positive results are somewhat larger. However, this positive
outcome comes mainly from the assum)tion in the mode] that
the cffect of the investment is to displace imports from the
United States with local production. In model B, where this
assumption is absent, investment in Latin America loses
forcign cxchange for the host country, whereas in other less-
deveioped areas there is a gain of foreign exchange.*

The main point of interest to be extracted from the two
models is that the profits, royalties, and fees paid to the U.S.
parent turn out to be much less important in determining the
net balance-of-payments influcnce of the U.S. investment than
does the import-substitu'ing assumption.t

* The models fail to deal explicitly with the case in which the investment
would be underiaken by anotl.er foreign enterprise if it had not been undertaken
by a U.S. enter; .ise. The results of such 2 calculation would presumably come
close to model B, however.

t There is a real quesiion whether the profits and royalties ficures are
accurately reflected in the able. Subsidiaries 2re not fequired io pay for the
services of parcnts in some cases. In others, high transfer prices on imports
from the parent or affiliates may reduce local profits. In that case, the clevated
Prices would be captured in the import data, but the offset would not be perfect,
owing to tax eflects,
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TABLE 5-2

Two Models of Balance-of.payments Impact on Less-de-.<loped
Counirics f;om Trenscctions with the United States
Associzied with 81.00 of Dircct Investment
in U.S.-concreiivd ilonutactuiing Subsidicrios
" (based on dsta of the early 1960s)

IMPACT ON AREAS
OUTSIDE CANADA,
IMPACT ON ZUROPE, AND
LATIN AMERICA LATIN AMERICA
{IN U.S. CENTS) ‘IN U.S. CENTS)
FIRST TENTH FIRST TENTH
YEAR YEAR YEAR YEAR
AFTER AFTER AFTER AFTER
wodel A: The free choice
investmant?
Income, roya'ties, fees
to United States -54 -92.0 -10.2 -230
Net repiacemznt of
imports from
United States 4374 +62.5 4841 +190.5
Other traac effects
with United
States : -193 -32.3 --18.9 —43.0
Toral effects with .
United States +127 +21.2 +55.0 +1245
Mode! B: Th2 dafensive
investment®
Income, royalties, fees|
3 to Umiied States -54 -90 -10.2 -23.0
Net replacement of
o impaorts from -
Uniied States -75 -126 +22.5 +51.0
Other trade effects
vath United
States +2.9 +49 -3.0 -6.7
Totat effects with .
United States -100 --16.7 493 +21.3
Total sales by subsiciaries 920 1540 110 2513

3See the text, p. 153, for the diffcrences in the assumptions embodied in
the models.
Source: G. C. Hufbauer and F. M. Adler, U.S. Treasury Department, Overseas
Manufacturing Investment and the Balance of Payments (Washington, D.C.:
*..Goverament Peinting Office, 1968), pp. 66-63, tables S-1, §-3, 8-S, and §-7.

.
.

National L'conomic Conscquerices

To what cxtent, then, docs U.S.-controlled investinent in

. Subsidiaries ju the less-developed countries contzibute to im-

port substitwien? There cun be no scrivus doubt that the
import-substituting effect exists and no subrtantial hope that
the cffect can be clezely quantified. All ore can suy is that,
where such invstment takes place, the effect is probably to
accclerate the shift from exports to local production; that the
acccleration is probably more pronounced for large countrics
than for small,* more proncanced for advanced industrics
than for simple oncs.®! A corollary of this conclusion is that
ncwly establishied subsidiaries are more iikely to generate im-
port-substituting cffccts than subsidiaric:. of long standing, espe-
cially if the subsidiarics have not been assiduous in rolling
over their products or processes. The truth about import sub-
stitution, therefore, probably varies frem country to country,
while lying well away from the extren : assumptions of either
modzi. '

For all the complexity of analytical structures such as the
Treasury model, they do not even purport to deal with the
effects that operate thiough the impact of such investments on
productivity and pri~es. The characteristic trigger for forcign
dircet investment in manufacturing facilitics in the less-devel-
oped cconomies is a decision of the country to shut off i nj *rts
and raise the domestic price level of the products conccrned.
The resulting rise in price level need not always be large; in a
few countrics governments have tried to be judicious in the
sclection of industries or protection. Sti'l, there is considerable
evidence in many less- levcloped economics that the institution
of import-sbstituting industrializatior has helped to clevate
the sevel of internal prices a1d cumulatively to overvalue the
nation’s currercy.® The effect of this process is eventually to
place a damper on exports, as internal prices rise and as the
external valuc of the currency lags in its adjustment to those
internal changes. To the extent that forcign-owned subsidiaries
have contributed to the process of import substitution, part of
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the resulting impact on the balance of payments is to be
attributed to them.* i

A’secend fuctor that can exert its force in the balance-of-
payments calevletions tons in just the cppesite dirccticn. The
efiect of the industrizlication provess 1o which the forcign-
wned subsidiary has contributed is cventually to increase the
productivity of the factors of the country, whether' through
scale and agglomeration cffects, capital accumulaticn. or the
upgrading of the lubor force. This factor in time could cXprcss
itself in a lower—not a higher—price level in the less-
eveloped country than would otherwise have prevailed. A

this were the result, it could casily swamp other balance-of-
payments cffects. Indeced, as observed in Chapter 1, the shift in
cmphasis from impost replacement to export development s
already in full swing in some lcss-dcvclopcd countries, and
forei n-owned manufacturing subsidiarics are playing a leading
role in the change. It is a commentary on the dyvnamic charac-
ter of developments in this ficld that the study summarized in
Table 5-2, based on the conditions of the carly 1960s, barely
acknowledges the sossibility of manufactured goods. exports
by subsidiaries from the lcss-dcvcloped areas.t
The problems of estimating the balance-of-payments impact
of U.S.-centrolled enterprises in the less-developed areas, diffi-
cult encugh in the manufacturing industries, have proven even
N more complex with respect to investments in raw materials. As
s has been emphasized repeatedly in carlier chapters, a con-
2 siderable part of the output of raw materials in the less-devel-

. might be counted as benign. because the alizrnative to thie for-igner’s invest-
4 ment is asumed to be un wvestment by local produccrs.

: i The characteristic slowress to recognize the devclopment is even more
peintedly illustrated in Keith Griffin, Underdevelopment in Spanish America
(London: Allen & Unwin, 1969), pp. 220-244, where the extreme difficulty of
developing manufactured cxports from Latin America to the advanced coun-
trics is clequently argued.

lower price levei could mean a higher volume of exports; if .

* In the pure cxse of model B. the price effect of the forcign investment
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oped countrics finds its way into the marketing and fabricating
facilitics of U.S.~c.atrolled multinational enterprises. As far as
the host comniries arc concerned, it is hard to place a value on
this downstream tic. Would e product be murketable if those
facilities were withdrawn, and if so at what price? In products
such as bauxite. the cffort to estimate the recovery value of the
product is thwarted by the abscnce of a free market of any
significant size; in products such as oil and copper, by the
imperfect nature of the marl.et that exists. Because of the
oligopalistic character of the market, the choice of raw material
sources on the part of users is oaly partly a question of cost.
Exports depend perhaps as much on the desire of the multi-
national entesprises that use the materials to balunce the contlict-
ing demands of different host countries and to maintain diversified
sourc; of supply.

In the case of raw. materials prodi ced in tightly integrated
industrics, the presumption is strong thgt U.S.-controlled in-
vestment contributes favorably to the balance-of-payments posi-
ticn of the host country. It would be hard to doubt, for
instance. that the balance-of-payment position of suck countrics
as Saudi Arabia, Libya, Nigeria, and Venczucla has been
helped by the activities of U.S.-controlled eaterprises, as com-
pared with any plausible alternative.3* But the kind of mcticu-
lous estimating" approach implicit in models of the type de-
scribed earlicr is obviously even more vulncrable here. Clearly,
the model A type of assumption—that local preduction would
not take place in the absence of the U1.S.-owned enterprise—
is too simplistic to b: very uscful; so is the assumption of
model B, *hat local production would incvitably take place
whether or not the foreign-owned investment occurred. Both
models imp'y a restructuring on radically different lines of the
industries producing raw materials. Pricc patterns would

* change; tax effects would be shifted; efficiency Jevels would
be altered; demand would be affected. In the case of raw
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SOVEREIGNTY AT BAY

materials, even more than in that of manufactures, the failure
to handle these issues explicitly would sharply limit the
creditility of the model's predictions.

Sl even in raw meterial fadustrics, one cannot alwnys say
ihzi the ofect of ULS. reien diicet invostnnt is faserable jn
the long run to the payments position of less-developed areas,
The sustained existence of large raw material industries in
somic countrics tends to create an cquilibrium rate of exchange
that blights the possibility of competitive manufactured goods
exports and handicaps local import substituting industrics.3t
So even here, one is reduced to equivocal statements about the

long-run balance-of-payments effects of forcign dircct invest- -

ment.

THE STOCK OF PRODUCTIVE RESOURCES

Apart frem balance-of-paymeats effects, another key question
regarding the impact of U.S.-controlled multinational enter-
prises in the less-developed countries has to do with their
elfect on the countries’ resources. That question breaks down
into two parts: the effect on natural resources, and the effect
on human resources. .

Perhaps the most spectacular allegations that U.S. enter-
prises have been wasteful of natural resources relate to the
role of the U.S. oil companics in Mexico during the period
from the carly 1920s until the time when their assets were
nationalized in 193833 During this period, so the allegation
goes, the dcc.!ine in Mexican oil production was owing in part
to the wasteful cost-cutting practices of the forcign-owned

enterprises. Even in this case, however, the record is uncertain, -

As usual, the question is whether any producer of oil, forcign
or domestic, would have followed a policy of “ércaming" the
Menxican ficlds, given the decline in world demand at the time
and the appecarance of cheaper sources of oil elsewhere. One
comes away from the qucstion wiih the suspicion, but no more

~

-
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than the suspicion, that the worry of less-developed govern-
ments is real, that is, that alternative arrangements extracting
more net beuefit fiom the existing pool of natural rescurces
could be emvicaged. TDut the question of articulating the
assumed afiemetives still 1erseins. We are, in siiort, back to
the usual question: “As compared with what?”

A judgment of the relative enrichment cffects of forvign-
owiced cnterprise on f.uman resources, like a judgment with
regard to natural resources, car. only be based on a speculative
leap. That speculation carries the discussion back to a model
thit has become familiar throush repetition in the earlier
chapters.

As long as forcign-owned enterprises arz introducing prod-
ucts or processes that are new to less-developed arcas and that
would otlierwise not have been intre Juced, there is a high
probability that such enterprises add to the capabilities and

praductivity of Jocal Jabor and capital.* The cffects of U.S- |

controlled automobile enterprises in Latin America on local
component manufacturers, for example, are fairly well docu-
mented.3® A more general tie between the 2gree of forcign
private dircct invest-aent and the rate of productivity growth
has been noted in the case of Argentina.® Of course, if the
advantages provided by foreign-owned enterprises could just as
well have becn acquired by other arrangements, such as tech-
nical assistance contracts, then it would be hard to say that the
forcign subsidiary was making any more substantial contribu-
tion to the enrichment of human <kills in the country than the
available alternatives. But the newer and more difficult the
nature of e undertaking, the less likely it is that such al-
ternatives will be available.

* This assertion, of course, begs such critical questions as whether radios or
automobiles or uiban agglomesations are a “good thing” for less-develop=d
countries, as well as the related question whether the resources uscd in their
making might have been usea to better social purpose. Answers to these critical
issues demand a frame of #nalysis of a diffcrent sort, dealt with briefly in a
later chapter.

L
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After a new product or process has been introduced, how-
ever. the usual decline in relative benefits probably scts in. The
er the enterprise operates on its original technological and

cryamizations! buse, the fese there is to be learnad docally. What
" is more., the longer the enferprise eperates, the mere Frely it
is_that alternative means will exist for acquiring the necessary
‘technology .and erganizational skills. In due course, the local
personnel associated with the subsidiaries of forcign-owned

enterpriscs, including cmployees and suppliers, may be gaining’

very little in capability and productivity.
At some stage, thercfore—gencralty well after the foreign-
- owned enterprise has been ustablished in the less-developed

- country—the question may arise whether the existence of the

foreign-cwned cnterprise tends to stifle the development of
human skills in the country more than it contributes to those
skills. The prevailing assumption in some of the less-developed
countries is that the formidable position of the forcign-owned
cnterprise tends to kill off the disposition of local cntrepre-
neurs to launch a competing business, even though they would
be perfectly capable of operating the busiacss clficiently.®
On the face of it, this line of speculation looks plausible.
If the argument has a weak link, it is to be found in the as-
“sumption that foreign-owned enterprises in the less-developed
country remain tnchanged in character over any long period
of time. In_the more advanced industrics, the assumptior: is
especially weak. Stimulated by opportunity or pushed by local
government pressure, enterprises in such industries have com-
monly responded by continually upgrading their technological
and organizational contributions. On the other hand, in other
lines of cconomic actirity, especially in lincs in which o]igopoly
rests on the establishment of distinctive brand names and on
consumers” preferences for such names, the change scems to
have been slower and the risk of stifling local cntrepreneur-
ship commensurately greater.

National Economic Consequeices

DEPENDENZE ANC DISTORTION

Practically all countrizes that harbor the subsidiaries of mui-
tinaticnal enterprises suffer from & sense of dependenice, a
seuse that is nurtured by the assumpiion that these enterpiises
may have exteasive geographical options and that the excreise
of these options could casily affcct the local cconomy. Though
the point may hardly scem to nced repeating, this scnse is
especially acute in the less-cev:loped countries beeause of their
rclative size and their relative rcliance on foreign-controlled
raw material exporters. The history of raw material exploita-
tion, as is well known, is filled with cases in which those op-
tions were ex: reised.®? ’

The cconomic concerns of less-devcloped couatrics, however,
involve not only the familiar issues of dependence but also a
group of issucs that commonly go ur ser the heading of “dis-
tortions.” For ‘instance, because those enterprises have their
origins in the advanced countrics, the assumption is that they
are most at home with a certain kind of technology—a tech-
nology based on large scale, on cheap capital, and on rcla-
tively expensive laber.® This kind of orientation is thought to
produce various harmful cffects on the cconomies of the less-
developed countries.®* One of these is the misuse of iocal re-
sources—misuse in the seasc that too much capital and 100
little labor are used, given the rclative price and supply of
those loca! factors.#?

The actual facts ar:, as usual, obscure. There are no com-
prehensive data op t:e degree to which multinational cnter-
prises adapt their production processes to the conditions of
less-develoj ed countrics, and scarcely any duta at all on the
comparative ~daptive actions of local competitors. The pro-
longed debate among cconomists over factor reversals in the

application of production processes in diffcrent countries has .

left behind a litter of conflicting and half-documented views.$3
To the extent that data cxist at the individual enterprise level,
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thzy suggest that in some cases a considerable amount. of
adaptation actually docs take place in multinational enterprises
as they move iheir preducts and processes across international
beendmies inlo lese-d nvcloped aeas. 3

Tuds is aat to say that many forcien-owned enterprises ap-
proach the question of an appropriate technology with a totally
clean slate. iew ask: if we were beginning from ground zcro,
how best would we produce in less-developed areas, given the
differences in scale, factor costs, and reliability of supplics.
Still, some adaptation occurs as enterpriscs respond to the ob-
vious environmental differences. Following the casiest path,
seme cnterprises have been known to fall back on the use of
a product or process that they had outgrown in their more
advanced markets. Adjustments of this sort gencrally move the
enterprise toward processes that are appropriaic to a smaller
scale of output und to more labor-intensive methods. Of course,
when multinational enterprises take this step, desirable though
it may be, they court the risk of being charged with dumping
sccond-hand machinery or obsolcte products on the less-de-
veloped host economy.*

TFhe propensity of different enterprises to adapt their tech-
-nology may well be accidental in part, depending on the ex-
pericnce and knowledge of the production men involved. But
there is some evidence that the propensity is not wholly idio-
syncratic. According o onc of the very few studies on the sub-
ject, the degree of adaptation depends partly on the strateg

these enterprises are pursuing.*s U.S.-controlled multinational -~

cnterprises that think of their market position as being based
on product quality are loath to experiment with changes in

their production processes, whereas enterprises that think of -

* Tke tendency of subsidiaries of U.S. enterpriscs in Metico and Puerto
Rico 1o use second-hand equipment was quite strong during the early 1960s;
see W. P. Surassmann, Technological Change and Economic Development
(I:haca: Cornell University Press, 1968), p. 208. But the choice seemed
scnsitive to the nature of the manufacturing process, and the available data
were not sufficient to control for that variable.

National Economic Conseque.ices

their market positions as being dependent miainly on cost and
price considzratiozs are more prepared to make such changes.
The same study sugeests that adaptaticn is less likely to ezcur
if preduction costs 2re 2 sieajl part of tie total sule price (a5
in phwmaccuiicals) thon if praduction cests are a large part
of pricc (as in sewing machines). When management is scarce
and overburdencd, as it commonly is, first things come first.
When forcign-owned subsidiarics are unwilling te shift from -

capital-intensive to labor-inteasive processes, that unwilling-
ness is sometimes owing to a quite rational cvaluation of the
consequences of shifting, rather than to ignorance and indiffer-
ence regarding the advantages of shift.”> Semetimes, to be sure,
a rationality :hat produces good results in private terms gen-
erates bad results by social yardsticks. When labor is unrcliable
and incfficient because of discase and malnutrition, it may be
socially harmful to avoid its use.

Al other times, however, the criteria for the private decision =

and the social decision are quite compafible. Cases can be
found, for instance, in which engincers have deliberately de-
signed plants and products for use in less-developed arcas in
such a way as to @nsure that the products met acceptable
quality standards abroad, or in such a way as to avoid having
to rcly on types of local labor that are particularly scarce,

such as maintenance specialists, supervisors, and inspectors. |

It may be, too, that production specialists are intuitively aware
of what e~onomists are just beginning to realize, namely, that
when compared with the standards of more advanced coun-

“trics, labor m underd: veloped arcas tends to be more efficient

in activitics that are machine-paced than in those that are niot.’8
Even when labor’s efficiency has not been adversely affected by
labor-intensive mcthods, rational decision-makers have had
to consider whether such methods affect the length of the

- production cycle and hence the inventory costs of the process.

In sum, though the assumption that labor-intensive methods
are economic in labor-surplus socictics may be a good starting
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point for generalization, it requires all sorts of careful qualifi-
cation; and the qualification is nccessary whether the judgment
is made-en the Gisis of sucial criteria or private criteria.
The i=ne of fucior wes and preportions has impiications
“non oply for cfiic s0 for wellare and
equity. Stated in the form of a narrow cconomic question, the
issuc is posed in terms of income and distribution: How are
- the income rewards of development being shared?

and growih bui

Mexico, Brazi],‘ and Chile, the development of the cconomy has
"gone hand in hand with the growth of government employees
.and of a new class of wage earners, salaried employces, and
managers associated with modern industry .and commerce. If

“teo much capital and too litile labor are being uscd in these
countries. then the class associated with modern activitics reaps
more of the rewards than it ought 10. And if they are sharing
in it:e foreign investor’s monopoly rents by means of partner-
ships in the foreign-owned enterpriscs, then the inequitics of
income distribution are greater still. The linkage between those
that have benefited from modern cconomic activities and the
presence of foreign-owned subsidiarics has been made particu-
larly explicit amoeng intellectuals in Latin America®?

The issue is rcal; the question of measurement is something
else again. Data on income distribution in the less-developed
countries for any point in time leave something to be desired.
Data that puiport to measure trends over time are even more
questionable.® The few studics that have some basis for sta-
tistical credibility readily confirm a fact that is all too painfully
visible—the vast income disparitics within the less-developed
countrics.*! At the same time, they suggest the relatively rapid
growth in the last decade or two of an upper-middle-income
class in developing Latin American cconomies. The economic
question that remains obscurc is what would have happened
1o local income distribution in the absence of the foreign-
owned subsidiarics. Only onc thing can be said with reasonable

In many countries, including India, Pakistan, C'olombia,

e a8 2 e
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assurance regarding the operations of these subsidiarics: that
they bave « proper.:ity for paying relatively high wages as com-
pared with locally gwned industry. But if this propensity goes
with 2 tendency to employ loss Lihor, the income distribution
cficcts me uncernain,

The concern over economic distortions created by foreign-
owned subsidiaries has taken many forms. Advertising that
stimulates the demand for any product can be thought of as
a distortion. It is said to distcrt if it creates a preference for
forcign over local products that are simiiar in character, creat-
ing a basis by which the forcigner captures a meonopoly reat.
It is also regarded as distorting if it increases the aggregate
demand for some products, cspecially for products that have
an offensive connotation for the observer. The advertising of
Coca-Cola or Ford, according to the vi:ws of some cconomists,
generates distortion because it stimulz ¢s consumption without
a welfare increase that they consider commensurate. Tales, real
or othcrwise, of triumphal campaigns for the sale of electric
sewing machines among the unelectrified villages of the Peru-
vian aliiplano confirm the worst suspicions of such ccono-
mists.?? But depend:nce and distortion are relative concepts.
Dependence and distortion, as compared with what?

" TIrrespective of the internal role of foreign-owned enterprises
in the less-developed courirics, these countries are bound to
rely heavily on the technology, the markets, and even the con-
sumption zorms of outside nations. The tie is particularly strong
because so-called mo 2rnizing attitudes, such as the desire for
more education, growt 1, and choice, as well as the willingness to
save, arc ~ommonty found closcly linked with a desire for
“modern” £o0ds.5? If the economy is small, the relianse is likely
10 be great; if the cconomy is commitied to rapid growth, the re-
liance may be greater still. Iran, now undisputed owner of her
national oil reserves, is no less dependent on access to outside
markets than she was in the days of Mossadcgh, two decades
earlier. Egypl. having purged itsclf of much of its forcign invest-
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ment, still depends critcially on outside markets to find its nceded
forcign exchange. The issue of dependence, thercfore, may be as-
sociated less with the questicn of foreizn ow nership than with the
issue of income. status. nd rower distribution inside :he less-de-

I kA

b Tl

velopad countrics. This is w ky ceenomists whu profess o see

major advense cfiects from multinational enterprises in the less-
developed countrics so commonly prescribe not only the curbing
of those enterprises but also major structural changes inside the
less-developed economics. As many of them see it, the curbing of

condition to their economic and social objectives. -

the multinational enterprise is a necessary but not a sufficient

The United States and the Global Econon

gnosticism in smal\doses may be tole \ble; in larger qua
titie\jt becomes more dificult to abide. Yet 2

\erseas investmeny by U.S.-controllz
involved notag miote than a tnsfer of capital, th
be a case for dimissing the wholeNssue as trivial. In tdrms of
\ources lest to the U.S. economy 1l Qugh capital transferhthe
\Is scem minusyle. The capital thiX_is represented in thg
officiN U.S. data as ging transferred e3¢h year out of the

r

\tv cost—if capita¥zed knowledge
! zero and secOgd-hand machinery\at the going
N perhaps be $3\gillion. This is less

changed from\Qne of triviality thone of uricertainty. \ he
i the U.S. Trezsury siudies are onsistent with alm
\[ cenclusion abdyt the balance-of-dayments impact, ex-
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The multinational corpcration and the host country

. [PYRN
‘Soverciﬂntx v

In a certain sense, the manifold operations of foreign-bascd multinational
corporations and their pervasive influence on the host country ity be regarded
as a challenge to national sovereignty. The challenge has, moruoier, economic,
social, political and cultural dimensions which are frequently inceporable from
one another. The tcnsions and confliets thus generated are, lihevise, the
result of complex interaction between many agents in many areas.

Frequently, the multinational corporation is perceived as copnhle of
circumventing or subverting national objectives and policies. §/ while foreign
affiliates can and of'ten do choosze to integrate their activities with national
plans,. the mere possibility of their being able to choose - and to afford to
do so - is unsettling for host countries, develcped as well as duveloping. Z/

Generally, the powerful multinational corporations possess a variety of
options in response to governmental policies. This is particulerly so in the
case of manufacturing affiliates for which locational advantages ~re not rigidly
determined. In contrast, affiliates involved in the field of noturel resources
have more limited locational options, since they are tied to the scurces of raw
materials, and hence are more susceptible to governmental incentives or pressures.

On the other hand, it is the operation of the multinational corporations
in the field of raw materials which gives most immediacy to the issue of
sovereignty, 'especially in developing countries. The presence of miltinational
corporations in the extractive industries is highly visible; they oim land in

the host country and they make decisions involving the extraction of usually non-
renewable natural resources. ' ‘

The principle of permanent sovereignty over natural resources, Zenerally
accepted by the international community, §/ is raised when disputes arise over
the control and distribution of benefits. Similarly, foreign planiations and
land operations pose particularly sensitive issues of foreign intrusion. When
nationalization is resorted to, the question of adequate compensuticn frequently
arises, Ir <ome cases, attempts by multinational corporations tu seek better

compensation through legal action and sanctions Ly governments and financial
institutions tend to escalate the conflict.

6/ See, J.N. Behrman, National Interests and Multinational Duterprise,
op. cit.

41/ According to the Report of the Task Force on the Structure of Canadian
Industry, op. cit., "The tendency inherent in direct investment teo shift decision-
making power in the private sector outsidc Canala, has on occasion jposed serious
problems for those responsible for formulating Canadian policy, and hns sreated

widespread unease among Canadians as to the continuing viability cf Canada as an
independent nation-state.”

8/ sSee General Assembly resolutions 525 (VI) of 12 January 1952, 626 (VII)
of 21 December 1952, 1314 (XIII) of 12 December 1958, 1515 (XV) of 15 December
1960; 1803 (XVII) of 1k December 1962, 2158 (XXI) of 25 November 1966 and 2692
(XXV) of 11 December 1970; and General Principle Three, adopted at the first
session of the United Nations Conference on Trade and Development (UNCTAD).

‘ 46
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National cbicctives and planning

The iscue of sovereignty is related to the ability of the host country
to shape it.;. own objectives. These objectives may be explicitly formulated
in a netionid rlan. Differences in both scope and content between national
and corncrate planning are sources of conflict. 2/ It is not certain whether
offiliates oy foreign multinational corporations will sacrifice essential
needs ct' thn corporate global strategy in order to fulfil the requirements of
the natic::l plans For instance, where the focus of the national plan is on
rural d:.ulerment, or on the trrditf al sector, multinational corporation
operatic.is 1.ny concentrate on urban areas or on the modern sector. Where the
national vi " aims at more cqual distribution of income, the erfect of
multinaticn»l corporations may be to accentuate inequality. Where the creation
of employr..at is a major goal, the techniques and procncts introduced by the
multination~). corporations may be largely labour-saving. Moreover, the creation
of warts si.ilar to those of the developed sccieties throush .l..rtising may
create a puttern of consumption that is unfavourable to development,

At the ctue time, the difficulty of reconciling national and corporate
objectives mny be partly due to deficiencies in the national. plan. In aany
cases, plans fuil to provide adequate guidance for the activities of the private
sector, vhoiher domestic or multinational corporations. When plan objectives
are clea:ly .tated and concrete measures are put into effect, multinational
corporations may in fact be responsive to them. 10/ :

Pattern and ,rocess of development

Often it is not the divergency in explicit objectives but the subtle
impact of 42 multinational corporation on the process and pattern of develop-
ment that iy the source of tensions and conflicts.

To bezin with, the operations of multinational corporaticns may be
destructive oi the local econcmy. For instance, the introduction of machine-
made goods oy contribute to net output but only at the expense of displacing
aandicraft yproductse Although this is a common phenomenon in the process of
modernizetion, caused also by domestic enterprises, the ousting of local
products ty the output of multinational corporations and the displacement of
indigenous vatreprenewrs by foreigners pre highly visible and much resented.

In contrast to the national private sector, managers of foreign
corporations do not usually participate in the preparation of the plan, either
because thcy are not thought to share national aspirations or because they are
not given ' suthority by the parent company to commit it on essentinl issues.

;Q/ Arcording to Behrman, there is evidence that multinational corporations
have in rar/ odses responded favourably by locating in-dz2pressed arcas, e.ge.
Firestone, G.-dyear and Courtaulds settled in depressed ar=as of France. See,
J.N.)Behrmau, United States International. Business and Governments (New York,
1971 » p. _’)6. :

s
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On the other hand, whcn a multinat onal ccrporation operates -in a more
or less self-contained fashion, without any significant change in lthe old
order, as though an o215is had been crea‘ed in a desert, the question crises as :
to whether much beneflt can be derived from the "enclave", Inde=q, tlhe enclave-
type of activity may be considered a typical case of" "growth withieni lavelopment",
in the sense that fundasental economic structural tronsformation feils to take
place on a broad basis.

In practice, even a foreign anclave has some links with the J.ucul aconomy.
The linkages of multinational corporations with the hest country wcencndies, i
however, may sometime:; be tenuous or limited. Recent studies swri:st that |
almost half the inputs of foreign firms are supplied locelly. Tiiz ratio is
iover for export products than for those oriented toward the loenl market.
Although the local ghare is not insignificant in most cases, it mwuy £o0ldl below 1~
the host country's expectations. o

From the point of view of the process of developient, it is not only the
emount of local inputs but also the type that is important. This depends on
the activities of the foreipgn affiliates themselves. It is often obsecived that
foreign affiliates tend to be "truncated". 1In other words, they do nat "carry
out all the functions - from the original research required throush to all
the aspects of marketing - necessary for developing, producing and sarketing
their goods. One or more of these functions are carried out by the Cereign
parent". 11/ Thus, research and development, and components and seriives,
especially the more sophisticated, may be procured from the parent tcuipany or
elsewhere. While such practices may be rational from the point ¢f view of the
global strategy of the multinational corporation, they are seen LY scuwe as an
instrunent for increasing the dependence of the periphery on the centre. More ' !
generally, the structure of industries in the host country may be so lcpsided
as to hinder sustained development. 12/ This is most glaring in cuses where
activity is highly concentrated in those sgectors, such as luxury aitlicles
catering for the few, which have limited prospects of interaction witih the rest
of the economy. lé/ Indeed, not enough has been.cone either by tie rultinational
corporations themselves or by governments to rhannel corporate production towards
satisfying basic consumption needs in nutrition, health and housing.

Al

11/ Government of Canada, Foreign Direct Investment in Canada (Cttnwa,
1972), p. 405.

12/ H.G. vouuson, "The multinational corporation as an agency uf economic
development: some exploratory observations" in B. Ward, L. d'Anjou and
JeDo Runnals, eds. The Widening GCap: Development in the 1970s (New Zork, 1971).

|
13/ S.H. Hymer, "fhe efficiency (contradictions) of multinational ) ~"
1

corporations", American Economic Review, LX No. 2, May 1970.
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'Technology_ppd skillsgk/

It hn3 lond been recognized that private direct investment through the
multinaticnsl corporetion is uvnigue in providing from a single source a
package of critical industrial inputs: capitol, technology, managerial skills
and other sexvices required for production and distribution.

l
|
IMme scrde requirements of present research and development activity, the l
decreas: c¢f tnchnologicel ond commercial risks in the dewvelopment of new '
products nnu proceszes throu.n .ulil (-oduct and/or nultinational operations, as |
well as the rspecific organizaticnnl requivements fcr the application of science
and techic) vy to economic aceds, give a particular comperative advantage to }
the multinaticnal corporation. Quite often this advantage has rested on its '
ability to crimnine for commercinl use different develorments in science and §
technoloy Juw which the basic resecrch wes underteken elsevhere. i

Ird~ed, multinational corporztions generally do not undertake major
innovativ.: rasearch without visible prospects of a substantial market, unless
they are snbsidized. Thus, &“hough a large part of commercialized technology ]
18 in tha hnnds of multinational corporaticns, the basic knnwledge J[tua. ;
originat:s in gcvernment-financed research and-training centres. ;2/ The
contributicns of multinational corporetions derive from their ability to
combine difi'2rent kinds of lasting knowledge into commercially viable processes
and products. In other words, the expenditure on technology financed by the

corporation is in most cases related to practicel devrzlopment rather than to
basic resesrch. 16/

The part of research end development expenditures undertaken by the
business cnicrnrise sector appears to be concentrated in a few firms. For
example, in 1654 in the United States, of more than 2,000 firms which reported
research and dovelopment activities, 28 accounted for about 63 per cent of the
total. Sinilarly, in France, 16 out of 440 enterprises accounted for L3 per cent
of total r:seavch and development expenditure. 17/

14/ See tobles 38 to 4O in ennex III.

;2/ Azcording to the Organisation for Economic Co-operation and Development,
a significint part of the research and develop..ent performed in the business
enterprise s2cior was quite often financed by governments. For example, during
1965-6&, of the total business enterprise research and development undertaken
in the Unitcd States, S5le2 per cent vas finonced by defence, space and nuclear
agencies. Ti:2 equivalent percentages for other ccuntries were as follows:
United Kingdom 32 per cent (195L4-65); Sweden 25.8 per cent (1964); France
24,9 per ceut (1964); Federal Republic of Germany 13.5 per cent (1964);
Austria 10.( per cent (1953). See Organisation for Economic Co-operation and
Development, Gaps in Technolory, Analytical Report (Paris, 1970).

16/ 1In 1555 in the United States, out of total company-funded activities
only 6.5 per cant went to basic research. See Organisation for Economic
Co-operation and Development, op. cit., pp. 130 and 165.

' }Z/ See Organisation for Eccnomie Co-operation end Development, Gaps in
Technolovy: (eneral Report (Ieris, 1963), p. 15.
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Furthermore, the bulk of the rerearch and development financoed by (
corporations is’'done by the parent corporation or in the home country of the ‘
parent. For instance, in 1966 only ' per cent of the total regearch and

development budget of United States multinational corporations cugspged in
manufacturing was spent abroad.

As far as developed economies, which serve as both home eond host countries,
are concerned, technolocy flows and payments for them move in both directions
between buyers and sellers, with different net effects dependir: on their
relative magnitude. For developing countries on the other hand, the flow is
predominantly or exclusively in one direction.

The significance of this one-sided flow is illustrated by data on six . -
developing countries in the late 1960s. 18/ Payments by these zountries for .
patents, licences, know-how and trademarks, as well as manages:n. and service
fees, amounted to approximately 7 per cent of their combined eaprorts and to a
1little more than half of 1 per cent of their combined gross dorvstic product.
The total cost for such payments for 13 developing countries, representing

65 per cent of the total population and 56 per cent of the toiwl rross domestic
product of developing countries, is e¢stimated at epproximately t.5 tillion,
which amounts to more than half of the flow of direct private i1cr2izn investment
to developing countries. Thesze payments are growing steadily ut n rate. which is
estimated by the UNCTAD Secretariat at about 20 per cent per annum on the
average and are absorbing an increasing proportion of ‘the export curnings of
developing countries. 19/ ‘ ‘

Estimates of royalties, however, may distort the true payunentis for
know-how in various ways., The distortion may toke the form of overpricing
of intermediate products and capital goods, waich are tied to the irports
of technology, or the underpricing of exports to the suppliers ot tue technical
know-how. Since royalties constitute only one of the channels o' =flective
income remission, especially in the case of wholly-owned subsidiuries, changes
in royalty payments do not necessarily imply changes in technoiczy tlows.
They may simply reflect a readjustment in the distribution of retvrng among
the “ifferent channels of income remission as a result of corperate strategy
and government po)icies.

e effect of technological advances on the internation.i uzrket, given
the existing concentration of products and know-how in the hands of thoa
multinational corporations, ias become one of the main causes ol onvpoly
or oligopoly control. This is reintorced by the existence of specific

.legislative provisions. such as the patent laws, which give exclusive power
over the use or licensing of certain innovations. The dedication of significant

emounts of resources by the multinational corporations and their 2uTporate
commitment to *+~chnology is largely induced by the expectation of' monopoly

18/ Argeatina, Brazil, Colombia, Mexico, Nigeria and Sri Lanka.

12/ See United Nations Conference on Trade and Development, Transfrr of
Technology, TD/106, 10 November 1971.
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rents from new products and processes, as well as from the need to match the
efforts of other such firms in order to protect their market participation
and share. Since the technology supplied by the multinational corporations
is proprictnry and part of it is patented, an issue arises about the
Justification and impzct of the system of patents end trade-marks. gg/

It should be noted that an important part of the technology required for
most industries in developing countries is not subject to patents; the
eritiend limitation these countries face is access to proprietary know-how.
There i: ncir a significant tendency to modify and strengthen the apparatus
of nationul and international puceniw liastitutions into vehicles for the storage,
retrieval =.d dissemination of industriel informatiun and for facilitating
direct contue +s with licensors and other sources.

Multinational corporations are only one source frcn which enterprises in
developing cuuntries mey acquire proprietary technology and management. For
some tachnnleries the options may be limited, tut the situation ss5 continually
changinj. [fost developing countries are increasingly taking steps to reappraise
the changing swprly conditions for technology with a view to obtaining
technology tihich will yield a larger measure of social benefits, as well as
replaclag imported proprietary technology and other factors with local 1oputs.

The policy objectives of host countries in this area have besn multiple.
The aim has frequently been to capture a larger share of a given net benefit
in the use of tcchnology from the local affiliates of foreign firms and/or to
increase th:z votal size of the benefit to be divided by promoting greater
domestic valuc-added and various socially desirable "externalities", such as
local skill iormation. Another strategy has been to explore the possibility
of disagprcpating the packege of foreign inputs, particularly by obtaining
technology anl management through commercial channels separately from capital.
Among the elcuernatives are foreign minority Joint ventures, licensing of
proprietary information and management contracts, sometimes in various
combinatiors or, in the case of so-called direct or "embodied" imports of
know-how, Ly contracting for the construction and running-in of "turnkey"
plants arnd by the direct purchase of specialized industrial equipment. gl/

Apart from reflecting negative attitudes towards control by the
multinational firm and other motivations, the search for alternative vehicles
for the acauisitioa of proprietary technology implies a recognition, particularly

gg/ Th2 positions taken range from the extreme view of denying the economic
Justification orf the patent system on the grounds of a theoretical "first best"
welfare alturnative of state ownership and distribution of all such industrial
technology, to the advocacy of some tightening of regulations over the award
to and use Ly licensors of such legal rights.

g&/ "Turnkey" arrangements refer to contracts with foreign enterprises
vhereby the role of the latter is limited to establishing and brlnging the
plant into & position to begin operations.
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by governments of develnping countrics; that the market conditinng vnder

* which such technolopy is arpilable, vhatever the transtoer mechinlsm, are

those of an imperftict-competiiive market reflecting, on the ops hand, a

degrce of market control or oligopoly by the suppliers and, ‘on thi2 other,
various limitations on the bargaining pover of enterprises in the host country
and of the govtrnment of the home country itself. gg/ :

Another and increasing concern of the developing countries i3 vhether the
technology obtainable through the multinetional corporation an! other commercisl
channels is appropriate to their conditions. Tris is only part of the larger
issue of the development and chioice of appropriate technology - prrticularly in
relation to the problem posed Ly superabundant labour and secar~s eapital and
by the limited size of domestic markets - but tue prominence «f th? raultinational
firm as a delivery vehicle for such technology and as & major ~cont of
centralized research and development activity naturally focuscrs »thantion
in respect of this problem on the performance of multinational corpeorations.

Employment and labcurgé/

On the whole, the net employment impact on the host countries in positive
since extreme cases of destruction of local industries and wholersle displacement
of labour are rare. At the same time, the direct employment conlvibution by
foreign affiliates is modest in a global perspective. g&/ Tids is indicated by
data from the United States which is the largest contributor. I i%'70, the
total number of employees of United States majority-cwned foreimn affiliates
amounted to about 3 million. When direct employment by foreig: wifiliates
of other countries as well as other United States-controlled atiilintes is

added, it is probably no more than 13 cr 1k million; this is a suz2ll fraction
of total employment in market economies.

.The indirect employment effects, largely arising out of the ue2 of local
suppliers, distribution channels and ancillary services, are, i course, much
larger, but the total employment impact, while significant for the modern
sector, is still modest in the context of the total economy.

For the developing countries as a whole, the employment contribution of
foreign r-iliates is small in relation to the massive employment problem.

22/ See Walter A. Chudsun, The International Transfer of Coumercial
Technology to Developing Countries, United Nations Institute fcf'Tx;iniEg and
Research (UNITAR), Recearcn Report No. 13 (New York, 1971) and a scries of
related UNITAR Research Reports; also UNCTAD, Guidelines for the Study of
the Transfer of Technology to Developing Countries, December 14jZ, (United
Nations publicucion, Sales No. Ee{2.I1.D.19).

. 23/ See, International Labour Orgau.satiun, jultinational [terprises
and Social Policy, Studies and Reports, New Series, No. ‘19, (Geneve: )
110, 1973).
gﬂ/ Grant Reuber, "Private foreign investment in less develonzd cowrtries”,
paper presented at International Meeting of Directors of Developnant lesearch

and Training Institutes, Belgrade, 28-3C August, 1972.
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This appears 4o be especially the case in respect of foreign affiliates®
participation in the extractive industries which, when operated on a large
gcale, arc highly capital intensive. In Venezuela and Chile, for example,
despite the Importence of oll and copper, labour employed in the combined
petrolevm and wining sectors accounted for 2.3 per cent and 4.1 per cent,
respectively, of the total economically active population in 1960, ‘Moreover,
there eppeors to be very little growth in employment in the foreign-operated
large-scude extrective industries. 25/

On the other hand, the effect of foreign arfiliates on employment in
specific localities is often o Zajar i nction in a given multinatioual
corporation proiect. This is especially true of depressed areas, where the
location of r ;'rat can make & significant contribution to solving the local
unemployment preblem. There is thus a tendency towards keen competition for
the foreign entovorise among the various localities.

Mor:over, the contribution through "learning by doing", espoelillly for
technical a»a professicnal employees, may be significant. gé/ Thus, an OECD
study shows ihnt tor a sample of 50 foreign investment projects, local
clerks and acccintanis accounted for 97 per cent of the staft concerned,
foremen ard cuoervisors 90 per cent, sales and marketing personnel 8C .ar cent,
management and engineering personnel 73 per cent. There is, moreover, a
tendency of the local share to increase over time, especially in the
professional catemsories. Furthermore, many managers and technicians move
from foreign cifiliates to domestic enterprises. Nevertheless, the particular
skills learsed may be more suitable to the activities of foreign enterprises
than for naticuel development. Similarly, they may be associated with
technologies thut are inappropriate for local conditions. gZ/

The ‘relatively high labour standards generally adopted by foreign
affiliates of multirational corporations are a mixed blessing. In some host
countries, tie vige rates paid by multinational corporations are several times
higher than tnose prevailing elsewhere. The creation of an élite labour group
raises irrita.ing questions of competition, especially for technical personnel,
with local enterprises. It also accentuates distortions in the wage structure,
between occupsticnal and skill groups as well as between rural and urban areas.
Moreover, the standards imported from highly developed economies gradually tend
to be adopted as u national ncrm, although they may be beyond the means of
less~-developed host countries, especially from the point of view of
international competitiveness and employment.

) gg/ Constantine V. Vaitsus, Employment and Foreign Direct Investments in
Developing Countries: Somc Notes and Fi wes, Junta del Acuerdo de Cartagena,

mimeographed cocument J/AJ/35/Rev. 1 (Lima, 1973).

%é/ Council for Latin America, The Effects of United States and Other
Foreign Investrment in Latin America (liew York, 1970), p. 5.

27/ Grant Reuber, op. cit.
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Another source of tension is the impact on local lebour whun local
plants are shut down in line with a g'obal strategy. Althourh Ltheve is
little evidence that this happens rreruently, when it does occu the adverse
effects are highly visible and attract public attention and renctions

-
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| 28/
- y Balance of poyments—

Fvaluating the impact of multinational corporations on the bolance of
payments of host developing countries is no less complex a task tian
evalu.ting the impact on other economic variables. If the evaluation
concentrates on the capital flow of direct investment, the effrct on the host
Agw country is undoubtedly positive. For the developing countries us 2 whole,
. ! direct investment arounted to $U4 billion in 1971, almost half tne total official
i ? bilateral and myltilateral flows. At the same time, if the earningzs zenerated
g by past investment which accrue to the foreign affiliates are ««cducted from
. that flow, ,the net flow is generally negative for host countrizs, Wztween
‘ 1965 and 1970, net foreign direct investment inflow into 43 devaeloping countries
was 30 per cent of the investment income outflow. If the oil-viodvcing
; countries in the sample are excluded, inflow was 68 per cent or »utflow. gg/
g ‘ * The difference reflects the differing time patterns of capital i{icw and earnings
e ; rather than the bzlance of payments effect of a given invesimenti. ievertheless,
L E in developing countries, where the supply of foreign exchange is cften a problem,
b ' the excess of this outflow over inflow has been a femiliar source of tension
k. ‘ with multinational corporations. Such tension is particularly likely to occur
0 in cases where a multinational corporation has operated in the hLost country for
an extended period of time and where the outflow of investment income increasingly
exceeds the inflow of new capital.

P : In eddition to the effect on the capital eccount and the iunvestment income
7; £ account, a foreign affiliate also generates imports and exports. IF it is
assuned that these imports and exports would not otherwise be madc, the trade
effect on the host countries is generally positive. In Latin Aiecrica, for
example, in 1966, United States affiliates exported about $4.5 billion of their
products and imported about $1.3 billion of materials and supplics. '

Wher ~11 the direct effects on the balance of payments accounts ave taken
into consideration, the net result in developiii; countries is uvsually pousitive,
though it is more visible in the case of extrective industries wuan in the case
of manufacturing, because manufacturing affiliates are heavily orienie.d towards

e

REANAT

?? . ‘ 28/ sre also tables 4l to 43 in annex III.

o i gg/ Another calculation of the flows, adjusted for petrolemnu, shows that ;
' between 1964 and 1958 the United States and the United Kingdom (representing

80 per cent of total foreign direct in.:~*men*) veceived approximately

$5.8 billion from developing countries (in investment income) and pnid

$3.2 billion (in capital flow). See, W.A.P. Manser, The Financi«l Fole of

Multinational- Enterprise, (Paris, International Chamber of Commerce, 1905, i

pp. 17-30. 9
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production for import substitution rather than for export, a fact which usually
reflects the host government's industrialization policy. 29/ At the same time,
the payments cliect may be partly limited by export-restricting practices
followed by “he multinational corporation, and moreover, the import bill may

be inflated by tied-purchases and over-pricing. 2&/

The direct balance of payments effects of foreign affiliates do not, of
course, ansver che question of what the total effect may be. Thus, to the
direct effzcls must be added the indirect effects resulting from the fact that
the income: and sales promotion generated by affiliates raise the level of
income and thus induce higher consumptinn of imports and possibly even lower
the export supnly of some domestically produced goods. ég/ At the same time,
insofar as thc affiliate may cerve as a "growth pole" stimuwlating the establish-
«ent of compliumcutary domestic industries, it may also generate additional

- ‘exports from the local production of other firms. Basic to the entire

calculation of intal trade effects is the Question, at present unanswerable,
vhether the foreign affiliates' output is entirely additional to w»nt would
otherwise te produced or whether local replacement of output can be assumed.

When all the iudirect effects are taken into account, the estimated net
result varics with the assumptions made. For instance, a study of th <mpact of
import-substituting United States manufacturing investment in developing '
countries reached different conclusions depending on the model used. 33
The one bascd on the assumption that no local replacement was possible indicated
8 positive impact on the balance of payments of developing countries; the other,
assuming local replacement, indicated negative impact in the case of Latin
America, and neutral in other developing areas.

Other case studies made under the auspices of UNCTAD examined the over-all
effect of several foreign manufacturing affiliates in Colombia, India, Iran,
Jamaica, Kenya and Malaysia. éﬂ/ It was found thut in 55 per cent of a sample
of 159 foreizn firms, the impact was positive. In the case of the other firms,
it was concluded that it would be cheaper for the host country to substitute its
ovn capital for the exiSting foreign capital. However, 60 per cent of the firms

ég/ Anong 159 foreign firms in Colombia, India, Iran, Jamaica, Kenya and
Malaysia, 53 por cent had negligible exports or no exports at all. See,
P.P. Streetcn and S. Lall, UNCTAD, Main Findings of a Study of Private Foreign
Investment in Selected Developing Countries, (TD/B/C.3/111), 1975«

2}/ See UICTAD, Private foreign investment in its relationship to
development (TD/134), 1972.

gg/ See detailed discussion in David Robertson, “The multinational enterprise:
trade flows and trade policy" in John H. Dunning, ed., The Multinational
Enterprise, (T.cndon, 1971).

33/ Sec G.C. Hufbauer and F.M. Adler, Overseas Manufacturing Investment and

the Balance of Payments, (Washington, D.C., United States Department of Commerce,
1%38).

34/ See, ULCTAD, TD/B/C.3/111, op. cit.
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SRR fall around the demarcation line betws3n positive and ncgative inpact, and

b " only 21 per cent show a clearly positive, and 11 per cent a clearly negative,
3 I " dmpact. On the whold, “the study indicates that no conclusive rcsults can be o
R i obtainzd. Uncertainty is high, as conditions change and effects differ _
greatly from case to case. ' '

In host developed market economies, the impact of foreign direcct investment

on the balance of puyments appears on the whole to be positive. In so far as
evidence is available, the export performance of foreign affiliztes seems to be
as gocd as that of domestic firms and often better. It is better in the
i United Kingdom, for instance, where United States affiliates in manufacturing
ﬁ% export on the average a quarter of their output - a much higher proportion *
xﬂﬁ than that of the average United Kingdomn firm. 22/ It is equal %o that of
b domestic firms in Conada and is increasing steadily. éé/ But it was also found,

‘ in Canada, that in a large number of cases foreign affiliates followed export-
- . restrictive policies. This is apparently a reflection of the marketing strategy
g; , of parent companies, which try to protect export markets for themsclies or for
. their other affiliates. They may also be obliged to resort to vuis rractice
either as a result of international market sharing with other multinational
corporations, or in response to the governmental policies of the home country.

ez

g A large share of exports is, moreover, represented by intra-company sales.
X <a the United Kinfdem, half the exports of United States affilictcs were made to
k. affiliated firms. 1In Canada, as much as three-fourths of all expor s of foreign
affiliates were accounted for by intra-company sales in 1659, 21/ Such sales
suggest & large scope for transfer pricing and the vulnerabil ty of the host

e ‘ country's economy to foreign governmental or corporate policies.

&j; As far as the import content of purchases by the affiliates is concerned,

v _ it appears to be relatively small iu the case of United States crtiliotes in

i the United Kingdom and more important in Canada. Thus, three-quarters of the

£ . imports of foreign affiliates in Canada (which amount to one-third of their total
G purchases) originate with other affiliaces and almost all the imporis of

. United States affiliates originate in the home country. 38/

’-
~

e ;. 22/ U eule Dunning, United States Investment in Britain (Lonéon, 19?2).

2§/ A.E. Safarian, Foreign ownership of Canadian Industry (Torcato 1966).
The share of exports of foreiern affiliates to their total sales increased

- . from 18 per c:z% in 1964 to 28 per cent in 1969. See Foreign Dircei Investment

3 in Canada (Grey Report), op. cit,

21/ Th2 incrzase in this share from 52 per cent in 1964 larzely reflects
the very rapid increase in exports of motor vehicles under the Ci.cda-
United States Au:omotive Agreement. In 1959, more than Tfour-fifihs of the
exports of foreign affiliates ware made +n the United States, while only half
of total Canadiau exports were sold to the United Scaius.

2§/ For the effect of short-term capital flows, see section on implications
for the international monetary system belcw,.
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fSocio-cultnrnl considerations

The pu:sase above has concentrated on the more tangible consideratlons.
Even here, hnwcver, it is important to interpret these considerations in a
broud sense. Thus, the issue of sovereignty is not simply Jurisdictional but
1s intinntely related to the rise of nationalistic feelings which may acquire
specin) meaulng as a rollying political force for cementing diverse interests
and groups, esrcecially in developing countrics. The issue of development is not
merely a natier of maximizing the growth rate of output but is inseparable from
eocial necds 4nd style of living. Even with questions of employment and balance
of payments, il is sometimes ii.e less .xngible aspects that are more important.

The streay reaction against the multinational corporation in some host
. countries must therefore be understood in the broad socio-cultural contexte
The mere presence of powerful foreign enterprises may serve as a reuinder of
past foreipgn dowination. The popular sentiment expressed in the form of consumer
boycott; against the home country of certain multinational curpuiavions testifies
to the broed buse of such sentiment and the readiness to make economic sacrifices.

. In many host countries, there is growing dissatisfaction over playing a
peripheral rolz, quite apart from the economic consequences. 22/ Hosv developing
countries arc, moreover, suspicious of the multinational corporations' style of
doing things., Their financial power and easy access to the top hierarchy of
government, £nd business may be used, openly or covertly, to influence the
domestic pollitical process to their liking. Such alien influence is especially
resented by locnl élite groups, such as intellectuals, government cadres, labour
and business lcaders, who see themselves as contenders for power and guardians
of the valuss and heritage of the country. The multinationsal corporations,
through their tacit alliance with certain social groups, may even be regarded as
obstacles to eppropriate social and political development.

The ostentatious living styles of foreign personnel as compared with those

" . of domestic employees are a source buth of envy and resentment. .Styles of

22/ See Raul Prebisch, Towards a New Trade Policy for Development,

(United Netions, 196k); also, according to M. wionczek in R. Vernon, ed.,
Latin America Viows the Foreign Investor (New York, 1965): "The efforts of

~ foreign capitnl to perpetuate the political and economic dependence of Latin
America on the industrial countries, particularly dependence on the United States,
represent prcbebly the single most important element in the growing conflict
between foreign private capital and Latin American society”, p. 13. See alsc
Edith Penrose, "The State and Multinational Enterprise in Less-Developed Countries”
in J. Dunnin;, ed., Tac Multinational knterprise, op. cit., and Andreas G. Papandreou,
Paternalistic Canitelism, (Minneapolis, 1972). Even in host developed countries,
similar vicus have been voiced; see, for instance, the 1969-1970 Renort and Accounts
of the Industrial Reorganization Corporation, (London, 1970). "Britain has &lso to
protect her vitn! industrial interests as a state...if this was neglected Britain
could find itsslf becoming a branch office economy where industries vital for
growth, technolery or defence were either absent or entirely directed from
other parts of the world." p. 17. )
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management directed towards efficlency but insensitive to locel cultural values
may appear to pcople in the host country as arrogant and dehw:mnising, Even
the local pecople who receive o good vechnical training through verking with
the hultinational corporations may be regarded as unduly influenced by alien .
values. Although these reactions may change with the change in nltitudes on

both

sides, the intensity of the feelings that have been arcuced sheuld not be

under-estimated.

gen

as an ansyer to the "Ame
activities \of its multinational corporations\consistent with &
objectives.

\ The chief
multiational corRorations is the\United States, whoge experience as
country, is as yet

foreign lands or taking ady ntage of low-wa

ten4s 0 weaken the bargaining\power of domesti

Jobs" through."run-away plants" and for mugggiphigh technolo

The multinational corporation and the home country

Tensions between multinati;:al corporations‘ZEH\::eir home cwuntries have
ally been kept\down. Muany homé-.countries which wre also linsts

eir own multingtional corporations as a countervailing ifecree td those of
es. European countries, for inst nce, orten vi
can challenge", ‘While Japan has éxdtavoursd to

me country to haise serious quesdy

ry limited.

tinational corporations have been

lzmed for “exporing
available to

foreign labour. Noreover, the _
open to the multinatiogal corporation locaté plents in Yoreign countries

labour,
\

As iq the case of the consideration of the effect of multinaticnal corporatior

on employmént, trade and the balanca of payments in host countries, there\dis

mul

onsiderable\uncertainty about the effects on home cou tries, ikhe conclusions
depending upom the assumptions made re arding what the &lternative to the

national cerporation's.activities wduld be likely to\Qe. 10/ A recent
on the effict of investment abroad on domestic employment in the United

-,

States\beuween 19 qaand 1970 shows that, under certain assumptions, the presence
L

4o/ Uni\ed States
Multinational\Firms for !

and Ldbor (Wasi{ngton, D.C¥, 1973). \\

ts abroad may have resulted in a net loss'\& 400,000 to
Jjobs. Unler an alternative assumption, the net effel

v Ly instead

nate, Commi{tee on Finn ce, Implicatio\
rld Trade 2hd Investmen and for Unite

of
Scates Trade
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fees and their relationship to gross domestic product and ‘ j

—~—2

2 ? to export eamnings =
? 4 (Millions of dollars and percentage) ‘ ! ;
" I‘) , : §
f % o Payments of . Share ol payments
3 : royalties : ool
3 and fees a/ Gross T
3 (millions domestic ' . ‘ E
2 of prcduct  Exports ‘ :
‘ﬁ- Cauntry Year dollars) (percentage) ’
r.?
o Argentinao 0e000eee v 1%9 127.7 : 0. 72 709

Brazil.........w soeee 1%6“196&12/ 5906 0026 . 301" -

colombia-ocnonooo.o-oc 1966 26.7 ‘ 0.50 5.3.

MeXiCOiesoae vonnnaees 1968 200, 0 0,76 15.9

Nigeriaooc»ocooouooo.o 1965 3308 ‘ 0078 ’ lh2 .

Sri Lankaooooooooouooo 1970 . . 9-3 0-512/ 2.92/

TOTAL, above and .
non-weighted average' ‘ 457.1 0.68- Te3
Source: Centre for Development Flanning, Projections and Policies of the :
Department of Economic and Social Affairs of the United Nations Secretariat, ;

based on United Nations Conference on Trade and Development, Transfer of )

Technology (TD/106), November 1971.

g/ Includes payments by the private sector only for patents, licenses,
know-how, trademarks and management and other technical services.

b/ Annual average.
o 15%9.
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%~ ‘Table b1, United States manufacturing and mining afriiiatcs in Central
! and South America: local sales and cxports, 1965, 1968
| (Millions of dollars and percentage)
Manufacturing affiliates ihining affiliates
r 1905 1668 1965 1908
Total sales (millions of dollars)... 5,526 7,966 1,345 1,814
Total exports (millions of dollars). 415 153 1,105 1,497
Ratio of exports to sales
| (percentufje)....................-. 70,‘5 9."‘ 82.2 8205
3 Ratio of e:ports to United States to
! total exports of affiliates
(perc‘!ntlge)ooooouooaoooooooooooco 2’4.3 2801 heoh h6ol‘
Source: Centre for Development Planning, Projections and Policies of the
Department of Economic and Social Affairs of the United Nations Secretarist,
based on United States, Department of Commerce, Survey of Current Business,
‘October 1570, ' -
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Table 42, ARBINRAL UBEIHIRACRMIY AR ARPERAT19898303060092000 1 rect !
’g investment and outflov of income on accumulated past direct invns1ment, g/ ﬂ
3 by region, 1965-1970 " |
f& (Millions of dollars) f

Region 1965 1966 1967 1968 19959 1970

Africa, total

g Ae INfloWeeeoecesoscees 182.25/ 163.7 2ll.5 201.6 2355 270.7 :
; Be OutfIOWeeeooecsocse 380.8-/ 718.8 708.6 963,7 92k, 3 996.2 5
c. B&lance......u.n. "198.6 '555.1 -h67 l -762 l -688 8 -725'5 i

Non-oil producing

countries 2/ : : s
Ae INfloWeeeeesecnes 133.5 4.7 61.5 53,6 - L6.5 42,7 '

Be OutfloWeeeecososes 49,3 53.8 56.6 57.T 56.5 60.2

C. Balanceo.oocoolno 81‘.2 20-9 ' h¢9 ‘hol "9.8 ' "17.-5

Oil-producing
countries d/

Ac INflOWeeecoescses 89.0 1800  148.0 18%.0 . 228.0
Bo Outflow-......... 331-5J 665-0 652.0 906 0 868.0 936.0
c. Balanceaooo-oo oo v "'282 8 "57_6!0 -u72.0 -758 0 "679.0 -708c°

Western hemisphere, total

Ae InflOWeeeecoccccosss 723.3 780.5  647.5 1,011.4 1,088.6 1,1k1.9
Be OutfloWeeeeeeesoseee 1,437.9 1,752.7 1,793.4 2,022.4 2,003.0 1,943.7
C- mancea-loooooooo. ‘71’4.6 ‘97202 'l,lu5o9 'l O O -1,0014'-_)4 -80108

Non-0il producing
countries e/

Ae INTlOW.eeesssesss 642,53  6TL.5  567.5 B827.h  96k.6  1,067.9

Be OutfloWeeceoesecees T22.9 1,043.7 l,ll9.h 1,201k 1,518-0 1,382.7 o '

c. Balanceoooooo“vcoo "80.6 "372‘2 ’ '551.9 -bsl"oo "l‘SB-h -311‘.8 ;
Oll-producing v ;

countries ] ‘

A. Inflow...... ceeee 81.0 - 109.0 80.0 184.0 124.0 = Th.0

Be Outfloweeececcocoss T715.0 709.0 67‘4-0 730-0 67500 56100
C- Balance...--...-. -63“.0 '60000 '59,400 '5)“6-0 -551-0 -u87-0

Asia and West Asia, total

Ao In!’low............. l ,4.)609 271.: 135-0 159-0 l 9 5 200.1
Be OutfloWeeesssossess 1,367.4 1,592.4 1,74.2 1,997.5 2,1%38.5 2,401.9
C- B&lanc3000oocooocoo '95005 '1,32102 '1, 559.2 "1,838.5 9 9 0 "2, 201.8
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Table 42, Selected developing countries: current inflow of foreign direct
investment and outflow of income on accumulated past direct investment, g/
by region, 1965-1970 (continued)

. (Millions of dollars)

Renmi.on 1965 1966 1967 1968 1969 1970

Asia and Yest Asia (continued)

Non-oil producing ' ) .
countries g/ :

Ae INflOVeeeeeosooes 131.0 95.2 60.0 94,0  115.5 180.1
Be Outt)OWeeosseooes 168.7 150.4 204.2 239.5 +2L6.5 235.9
Ce BelonCCeesecocsce -37.7 "55.2 . -lhl&.2 'lu'jas -13000 '55-8
0il-producing
‘countries h/ . |
A. ‘ Inflow....--..... . 50509 17600 ) 12500 6‘5.0 7).0 20.0

B. Outfloweeseseeess 1,198.7 1,k42,0 1,540.0 1,758.0 1,892.0 2,166.0
C. Balancessssescese -892.8 -1,266.0 -1,415.0 -1,693.0 -1,819.0 -2,146.0

Selected developing
countries, total

A. Inflow..--..-.-.... 1,3’420’4&
B. OutfloWeeeeoeososes 3’18601
C. BalanCe.seecccocces -1,81“3.7 -

1,215.4 1,074.0 1,372.0 1,513.6 1,612.7
L,063.9 L,2u6.2 4,982.6 5,155.8 5,341.8
2,848.5 -3,172.2 -3,610.6 -3,642.2 -3,729.1

.
o

Non-oil producing
countries, total

Ae InfloWeeeesecssss 906.8 8k1.L  689.c  975.0 1,127.6 1,290.7
Be OutfloVeseessesos 940.9 1,247.9 1,380.2 1,588.6 1,720.8 1,678.8
C- Balﬂnceaocoooocuo "3"‘01, "h%os '691-2 '613.6 -595-2 “388-1

Oil-producing
countries, total

Ao Inflow.--...-.... ‘ h}s.% '37!"00 585.0 397.0 386.0 322.0 o “
B. Outflow.......... 2’21"5.2 2,816.0 2’866.0 3’)9’4.0 3’1455.0 3’663.0 .
‘Ce BRlENCR.acsecocses -1,80906 -2,‘4‘4200 -2,“81.0 -2,997.0 -3,0’49.0 -3,3&1.0

Source: Centre for Development Planning, Projections and Policies of the 1'[ ﬁ
Department of Economic und Social Affairs of the United Nations Secretariat, ;
based on International Monetary Fund, Balance of Payments Yearbook (Washington, D.C.),

g/ All statistics - inflows and outflows - are expressed in gross figures.
Exeluding Algeria.

g/ Ethlopia, Ivory Coast, Malawi, Mauritius, Sierra Leone, Sudan, Tunisia.
d/ Algeria, Libyan Arab Republic, Nigeria. S

B/
</
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A Foot-notes to table L2 (continued) . |
g e/ Argentina, Barbados, Bolivia, Brazil, Chile, Colombia, Costa Rica,
Ecuador, El Salvador, Guatemala, Guyana, Haiti, Honduras, Jamaica, liexico, ;
Nicaragua, Panama, Paraguay, Peru, Surinam, Trinidad and Tobago.
£/ Venezuela. '
_g/ Indonesia, Israel, Lebanon, Fhilippines, Sri Lanka, Thailend, Republiec
of Viet-Nam,
h/ Iran, Iraq, Saudi Arabia.
|
'[ 1
' o
. , |
i
; |
| i
o
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i Table 4%, Selected developing countries: occurrence of clauses restricting
3@ B ’ exports in samples of foreign direct investment agreements

T (Number and percentage)

; Number of agreements containing
g A Percentage of

¢ Number agreements

?g . of agree- Clauses Clauses including some

fﬁ_ ments in limiting prohibiting restriction

A Country vhc_sample  exports exports on exports

i . i

1:1 BoliVia'a-/o ®sscsvsscse 21 - i ’ 19 90.“ T~
;\‘ . COlOmbiaB/. seerveveve 58 2 39 . . 70.6

AT Indiasjo ecvscevrcvcne 737 235 llh ‘ h7.3

’ Peru‘djotoooo--ooo-ocn 26 6 - ." 19 96'1

3 Philippiness/........ 182 -1 22 25,2

Source: Centre for Development Planning, Projections and Pol..ies of the
Department of' Economic and Social Affairs of the United Nations Secretariat,
basad on Junta del Acuerdo de Cartagena, C. Vaitsos, The Process of Commercial-
ization of Technology in the Andean Pact (Lima, October 1971) and United Nations
) Conference on lrade and Development, Restrictive Business Practices
: (TD/122/Supp.1), pp. 42-L6.

i g/ Semrple includes foreign wholly-owned subsidiaries in pharmaceutical, food f
and beveraze and other non-specified industries, 1968-1971.

£ -
i g/ Sample includes foreign wholly-owned subsidiaries and Joint ventures in
. pharmaceutical and chemical industries, 1968-1971.
E/ Sample includes agreements with subsidiaries and foreign minority joint
ventures in effect in March 1969.
A 4/ sample includes foreign subsidiaries in pharmaceutical and other non-

. specified industries, 1968-1971.

g/ Sample includes agreements with subsidiaries and foreign minority joint
ventures in effect in 1970. .

, ) € ghy 1073
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A Brief Look at the Multinational Cor-oration

Introduction

1. Since the end of World War II, foreign direct
investment has increased tenfold and, for the first time,
has come to riyal trade as' the chief form of international
economic activity. -Thisbextraordinaxy expancion reflects,
for the most.pért, the evolﬁtion of a new economic insti-
tutién -= the hﬁltinational cérporation (MNC) . ' Concurrently,

a relatively few, large -- primarily US-based =-- private

corporations have gained sufficient power to exert a profound ]
influence on traditional national economic institutions, »
patterns of economic activity, and national governmental

policy options. The concentration uf economic power and

the ability of the MNCs to circumvent national controls has

aroused consxderable anxiety among a growxnc number of

national governmental and private interest groups. While . .

some of these anxieties’reflect political attitudes, most are

centered on real economic impacts of the MNC. This

memorandum briefly describes the characteristics ,of the

MNCs; cxamines their growth and presént magnitudes in the

world economy; and deliniates their primary impacts.

- ora
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2. The MNC is a relatively new economic institution
combining, several economic chﬁrnctcristicb in a single firm.
All MNCs are involved to some extent in international production
and markctiﬂg. They are for the most part large firms in which
the world headquarters carries out global planning for the
entire organization and mainpaihs tight centralizea control
over all its activities. The emergence of the MNC -~ occurring
largely in the postwar period -- has been facilitated by a
more stable international pnvironment; the Qstablishmgnt of
large, tariff protegted, free trading areas; and more rapid
international tgansportétion and communication. Given this
new world economic situation, traditional firm Foiigtgf spreading
risks, maintaining or inéredsiﬂd-ﬁafkézwshéféé:m;;a“ﬁinimizing

éroduction costs led to a rapid growth of the MNCs.

3. The growth of MNCs is reflected in large part by

the increase in the tétal book values of thelworld's foreign
direct investment stock; Foreign holdings of US firms surpassed
$78 billion by the end of 1970, and the foreign investments
of non-US firms rose to over $66 billian. The growth in the

first decade after the war was concentrated in increased .
- activities‘by the multinational oil companies. Since then,
however, MNC activities has shifted towaid manufacturing and
assembly operations, much of it in advanced countries.

4. MNCs, as a result of their rapid growtﬁ, have
become a very important'international economic institution.

It is estimated that their foreign subsidiaries' sales are

equivalent to one-third of the OECD countries' industrial

‘output. They are directly responsible for about one-fourth
of all industrial pFoduct trade flows. Morecover, they hgve ' é
even larger relative positions in certain countries and |
industrics. .

S. The pervaoiveness of MNiZs enable tﬁcm to touch
almost every facet of the world économy. They influence <o

international commodity trade, increase international

, ﬁpp.ruvedfForRe_tease—zdww?éretAaRBP8@700608R_ooogoeﬂsooe++1~;~~ e
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investment, and have very slénificant impthslon short=-term
capital flows =-- especially in times of international monetary
uncertainty. MNCs also contribute significantly to the
rupidit;dithwhich new tcchnological dcveiopments are disseminated
world-wide, incrcase world produétion, ana speed the rate at
which the w&rld economy adjusts to changes.

6. In host countries, MNCs contribute to productivity
by introducing new technology. They also increase employment
and output in host arcas. The balance of paymeﬁts impact in
hos£ countries varies. In nearly all cases, the remitted !
profits from the subsidiaries to the parent company cxceed
over the long-run the amount of the initial capital.inflow;

however, the impact on host countries' trade balances varies

with' the nature of the MNC activities.

) 7. The assessment of source country impacts of MNCs

is made difficult by a divergence between the brivate and R

social returns to the?r foreign operations. 'In private terms, |
MNCs undoubtedly increase their earnings as a result of their
foreign operations. However, impacts on the source country

‘as a whole are ambiguous. The source country can increase

its tax rcvenue from MNCs' higher foreign earnings, but tﬂe
non-taxation of unremitted profits and the tendency of MNCs not
to remit all profits mitigate this gain. The transfer of
technology abroad by MNCs probably undermines to some extent

the source country's position in world markets.; MNCs increase
both capital outflows and profit remittances in source countries,
but its impact on the trade balance is unclear, as isvthe

MNC's employment impact, a controversial issue in the United

States.

3=

.

——-Approved-For.Release 2004/10/28 : CIA-.RDP_..&,GTQOGOSROO(%GOOO_SOOO1_-1_

hY



/SALUBLRNAHI S [EAS il incsH tU M ikl ARG RN L e b R R L NG o Wttt L LR C MRS it

Discussion

Cnaracteristics

The Identity of the MNCs
t

8. Central to a look at MNCs and their impact is an

an
identification of what denotes/MNC. Clearly, not all firms

are MNCs. Those with no foreign operations are not, as is

the casc with many firms having foreién éperations. A MNC

then is a variant of the traditional national firm that
combines several characteristics which create its uniqueness.

9. One Eharacteristic of MNCs is of course some
operations in foreign countries. The extent to which different
MNCs maintain fdrgign investment and activities varies, but in
all cascs the amount of foreign activities is sufficient to

allow substantial international flexibility in production,

sales, and capital flows. Most MNCs have operations in. several
countries, with over 170 US-based MNCs controlling subsidiaries i

 in six or more. ) ' .

10. MNCs are characterized by large firm size. As shown
by Table 1, in the United States, MNCsygre ruch larger than
the average US firm. Moreover, within ;pecific industries,

- those firms that are MNCs gencrally hold a dominant position
in that industry, as seen in the tabulation below listing the
percentage of sales of selected industries accounted for by
MNCs of that industry. . .

Motor vehicles and equipment 85

. Drugs ' 77 '
Petroleum regining 69 5
Chemicals, except drugs . 60 !
-Bubber and plastic 57
Electrical machinery 50 )

11. A third characteristic of MNCs is a greater tendency

to be technology=-intensive. US based MNCs invest 33% more .
. 9lobal ) . .
of their gsales receipts in rescarch and development than other -

large firms, and cmploy more scientists and engineers as a

-4
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“iw.percentage of their lhbor force. Although no similar data
R is available on non-US MNCs, it is probable a similar relation

: " holds. For example, leading Buropcun firms in the areas of

4 : rescarch and development, such as Farbvcrhc ‘Bayer (German)

in chemicals and drugs and SKrI (Sweden) in machinery,
engage in substantial multinational activities.

12. " MNCs carry out long-term corporatc planning and

control of the firms' growth on a global basis. They do not

,“. ' 1 ' wview cach subsidiary as a separate fi;m, but rather as an

ﬁ . integral part of the world-wide operation. The goals and

v performance of ecach subsidiary are therefore secondary to the
';' performance of the entire MNC, such that in the interest of
maximizing giobal goals, particular subsidiaries often are

charged with tasks not in their indivicual interest. For

N example, MNCs as a rule maintain centralized research facilities,
i * usually in the source country, a fact that may inhibit the

research efforts of 1ndiv1dual subsidiaries.

‘ff o 13, MNCs, in their effort to maximize the goals of

E # é. the entire organization, also maintain tight, centralized

i , Jﬁ control over their world-wide operations. "he need for
centralized control is accented by the.iargn degree of vertical
integration of productlon across national borders that occurs in

MNCs. Ford (US), for example produces engines in Britain and Germany,

7ransm15510ns in Germany, and Canada
nstalls them in bodies produced in the United Statesﬁ for sales in

the United States, and Canada,
International Business Machines (US) produces computer sub-

assemblies in several European countries and assembles them at

H centralized assembly plants. Thus, to insure steady and

appropriately sized flows of components among subsidiaries,

tight control over all operations is essential.

Lo _ ... The Emexgence of the MNC

B
5

14. Firms wvhich combine these characteristics did’ not

i@

emergc in great numbers until after World War II, although f

foreign direct investments existed previously, There were
several changes in the world cconomy that'providcd necessary
conditions for a multinationalization of production to take - e

place. The vacuum of production facilities and technology

N C . ‘=5
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in Burope, coupled wiéh infléws of US aid).prdvidcd a natural
pull to large US firms to invest there. The discovery of
largé reserves of low-cost o;l in the Middle EFast brought
operations of internatichal oil to that é;ea.

15. The stability imparted.to the world econom§ by the
Bretton Woods arrangements =-- underlined by the return to
convértibility of major Buropean currencies in the late 1950s =--
provided a moxe general incenti&c teward the emergence of MNCs.
Formation of two large, prosperous free trade arecas, but with
tariffs on imports from outside the areas,. provided a further
inducement for non-trade area firms to install production
facilities behind the tariff Sarriers. The rapid development
of transportétion and cgﬁmunication £echnology also contributed
to the evoluticn of the MNC by greatly lowering the time-cost

of coordinating operations in areas distant from the national

.t
.

headquarters.

16. Given these changes iﬂ the world economic order,
several existing incentives led firms to foreign production.
One major factor in the multinationaliczation of ?roduction
has been responses by MNCs to threats to their foreign
export markets. These threats, which égé created by competition
from local or third country firms that are closer to the )
market, are oftgn.met by cstablishment of production facilities
in the market area. A second incentive that induces firms to
become MNCs is to provide greater earnings stability. BY
béing in several countries with production and sales facilities,

MNCs guard against downturns in-the economy of a single country.

Thus, during the 1970-71 US recession, US-based MNCs counted

heavily on their foreign operations for significant portions

of their carnings.

17. A third incentivc for multinational operations’is
it allows firms to reduce various tax and legal constraints;
e.g.,?US-based MNC can legally acquire a fo;eign competitor
whercas US anti-trust laws might prevent the acquisition of

domestic competition. The gaining of access to tariff protocted

-6-
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markets is also a major inccntive for MIC growth; a factor

of majm: significance in MHC investmenis in EFIA and the EC.
Finally, many MNC investments occur to obtain low-cost factors
of production, usually raw materials, as with oil, or labor,

The Growth of MIC's Intcrnat.-.ional Inteorests

18, The postwar growth of MNCs is reflected in large
part by the increase in the total book value of foreign direct (another
-- i.e., plant and equirment owned in one country by citizens of/
investments/ ~ Forcign holdings of US firms rose from $7 billion
in 1946 to over $78 billion by the end of 1970. Moreover; it

is eéstimated that the foreign assets of non-US MNCs have

grown from about $5 billion in 1946 to nearly $70 billion in
1970 -- about the same rate of growth as that of US-MNCs'

foreign operétiqns?'-/(see Table 2). Concomitantly, the number
of MNCs have risen from a mere few at the end of World War II
to more than 300. Ten are the largest MNCs in the world are

tabulated below with their a.nn‘uai,_sales in billions of dolla.r‘s.

General Motc_:rs (us) '18.7
Standard 0il of New qersey (Us) _ 16 .6
Ford (US) ' 5.0 '
Royal Dutch Shell (Britain/ )
Netherlands) . 10.8
- General Electric (US) Co 8.7
- International Business Machines
(us) 7.5
Philips (Britain/Netherlands) 4.2 ‘
Farbwerke Hoescht (Germany) 3.:0
Nestlc'e' (Switzerland) 2.3
. Pechiney (France) . : l.6
19, The growth in MNC operations has been characterized

by a shift in industrial and locational preference. Most MNC

1. These foreign direct investment (FDI) figures overstate to ‘
a small e:xtent e foreign operations of MNCs, sincec they Cod
include FDI by firms not properly classified -- largely because

of less than world-wide coordination of operations -~ as MNCs.

However, since the operations of these non-MNCs are generally

small in nature -- often only a sales office -~ the figures

shown can be taken as rcasonable estimates of MC operations,
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operations existing at the end of World War II were in the
oxtractive industries of less-developed countries (LDCs).
In the first decade after the war the primary IMNC expansion

occurred in the petroleum sector, largely in the Middle East.

_8ince then, however, MNC emphasis has shifted toward manu-

facturing and assembly facilities in advanced countries.

Manufacturing's share of total US forcign direct investment

rose from 33% in 1946 to 42% in 1970, while the' share of the

I

total directe¢ to other advanced countries increased from 49% . .

to 61% over the same period (see Table 3). A similar trend

Togasiiioi oo

can be observeC in the foreign direct-investment pétterns of '

non-US firms, The rise in MNC manufacturing investment is

S e Cak

especially concentrated in vehicles, chemicals, mechanical and

electrical engineering, and electronics. Industries spch as

textiles, basic metuls, and aircraft manufacture are only

minimally invoived in multinational production, even though

they often substantially engage in international commodity

trade.

20. As a result of the increased emphasis by all MNCs

on investment in advanced countries, a large amount of MNC

ownership and contru. now proceeds in both directions between

- two regions, . The US ownership of investments i

in Europe at the end of 1970 was put at $21.6 billion;

European investments in the United States were valued at

$8.9 billion. Additionally, within Europe a large percentage’

of recent foreign investnent flows has been intra-European:

32% of the FDI by the EC countries in 1965-69 was within the
EC. ' : !

The Importance of the MNC ’ ' ’

21. The tgpid growth of MNCs has elevated them to an

. immensely important position on the world economic scene,

Annual sales by subsidiavics of MNCs are cstimated at more

than $300 billion. Thc sales of US-based MNCs alone --

put at S@Go hillion per year -- are greater than the GNP of :
Organization for Economic Cooperation and Develeopment L
every/(ORCD) country except the United States and Japan. Salcs '

_ . -g=
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by all MNC subsidiaries ara'equivalent to'one-third of the

.

, .2/
OECD countrics annual industrial production.,™ Morcover,

an ihcreasingly large portion of world commodity trade is

* controlled by MNCs. In 1966, the latest yecar in which the data

is availablg, salés by US~-MNCs t6 their foreign affiiiatcs
totaled over $6.5 billion, or over 25% the total US non-
agricultural exports in that year.

22. When MNC presence in particular regions or countries
is examined, their position is' revealed as just as dominant,

if not more so. Foreign MNCs in Canada, for example, own

the assets of Canadian manufacturing enterprises. i
2L »
¥, their domipance of certain industries in certain

?égioﬁs or cénntrics is still greater. For example, about 80%

of the Europecan computer market is controlled by foreign MNCs,

the entire Belgian output of automebiles comes from foreign -

MNC-controlled plants, and 85% of the French carbon black

industry is foreign controlled. Table 4 presents the percentage

of selected industries in various regions controlled by

The Global Impact of thé MNC

23. As the magnitude and pervasidghess of MNCs have
grown, so have their impacts in ghe world economy. MNCs
have affected mos£ facets of the world econsmic system,
by influencing trade flows, increasing capital mobility,
speeding the processes of adjustment,‘affecting:world and

regional income and competitive conditions, and aiding the

‘dissemination of new technology.

Trade Flovws _
24. MNCs have two primary, and counteracting, effects on
world trade flows. On the one hand, the movement of the production

facilities supplying a given foreign market from the soutce

2¢ The OECD countries inelude most of the advanced countries
in the world. They are: the United States, the United Kingdom,
Belgium, West Germany, Luxembourg, Netherlands, Italy, Sweden,
Norway, Tceland, Denmark, Ireland, Carada, Austria, Portugﬁl,
Spain, @Gad switzerlind, Ja prn, Rustralis, New Zealaad, Frence, Greecn,

Koy Finlonih.
Tu ’(‘2‘_1‘“‘
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“country to that market displaces the trade in finished goods

between the two countries as the goods begin to be produced

by the new subsidiary in the marlket the§ are sold. On the

other hand, the eetablishmcnt of-p?oduétion facilities in a
particular harketlmay create or maintain a demand for the products
that would not otherwise occur; an example of which are the
US-MNCs automobile plants in Europe. To the extent this
production uses components produced inlthé source country of

the investment trade flows are dgenerated.

25. MNCs‘also have other impacts on world trade. ‘The
initiation of na2w or expanded operations in a host country
almost always involves flows of capital equipment, generally
from the source.cquntry, though sometimes from third countries.
The higher host area incomes generated by MNC operations
induce increased imports té that area. The changes in host :
areas competitiveneus induced by transfers of MNC technology
and by certain marketing externalities associated with MNCs
also have impacts on the direction of world trade.

Capital Movements

26. Although & major role of the ﬂNc is the international
transfer of real capital -- e.g., capit;i equipment, managerial
talent, etc., it also has a significant impent on international
flows of financial capital. In a longer term context the
development of the MNC has probably led to increasedlflows of
long-term capital to finance the real capital flows. Most
of the flows are from the source to the host country. During

the. last half of the 1960s, US FDI abroad increased 11% annﬁally.

However the tendency of MNCs to use debt financing in many -

-investments has also led, especially in Europe, to the tapping

of international credit markets. Both US and European MNCs

.

have, for example, made exfensive use of the Eurobond market
(see Table 5). S

The increased inCern;tional investment by MNCs has
also resulted in increcased interﬁétionalization of c¢vnership

and accompanying higher inter~country flows of profits.

«l0-
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. Profits rumittances to the United States and United Kingdom, the
lcading source countries, increased at rates of 12% and 9%,
. - respectively in the last half of the 1960s.

28, MNCs also have a major impact on the short-temrm

capital market, espceccially duriné periods of international
currency spcculation. Payments for the many routine inter-

national trade transactions undertakcn by MNCs entail substantial

short-term capital flows from one country to another, but these
. flows, to a large cxtent, are offsetting througﬁ payments being e

made in opposite directions. Nevertheless, in times of currency

upheaval, to hedge against possible exchange-rate adjustments,

MNCs move out of weak currencies and into strong ones. At

these times,'thq short-term fléws generated frequently are massive.

It is estimated that US and foreign-controlled companies in the

United States transferred dbroad over $10 pillion in short-term

funds in 1971. Furthermore, a major portion of the inflow

of funds that percipitated the Deutschemark f£float of May
1971 were the result of MNC Eurodollar sales.

World Output
29. The effect of MNCs on the level of world output has

undoubtedly'been beneficial. They have ‘on an intcrnationai,
scale combined factors of production such as labor, capital,
fechnology, and'ménagerial ability in a manner that has reduced
the costs of proauction and led to increased output. This

role is of particular importance in cases where;trade barrier§

have prevented commodity trade £rom achieving a full inter-

national rationalization of.pfoduction. For example, because

of ﬁechnological leads, it is probably relatively more efficient

for International Business M;chines (US) to produce computeis 5
for use in'Europe. However, EC tariff barriers prevents the
import of IBM computers at reasonable price levels, thus’ lowering
world compuﬁer production. But, by exporting capital, technology,
and skilled manpower to Eurdpe ané producing computers there,

MNCs are able to rcgain part of the output’ lost as a result of

tariff barriersuz.:

-11-
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30, The impact of MNCs on world competition is more
ambiguods. On the one hand, it appears that MiC operations have
contributed to incrcased competition by their investments in
gertain countrics or regions, such as in Britaiu in the tire
and detergcnt industries. Howover, on a more global scale,
there is some evidence that MNCs may have inhibited competition.
This is especially likely in the oil industry, where highly
integrated and capital intensive production process and the
control of all major sources of crude by a few multinational

oil firms have created an oligopoly structure in the world oil

industry.

Dissemination of Technology

31. MNCs have played a major role in the dissemination of
new technological innovations throughout the world. Prior to
the advent of the MNC and their inte -ational operations, new
developments in technology were transmitted internationally
xel&tively slowly. Usually the form of transgission took the
form of licensing or embodiment in ehd products. However,

MNCs fairly quickly install new innovations directly throughout
their worldwide operations, thus shortening the time needed

for a new innovation to be installed world-wide. Moreoﬁer, the

e D ~.. . ... technology in

hast countries contrlbutes to the speed of imitation angd adoption

of the original innovation.




¢ PN

Speed of Adjustment

32. MNCs have contributed to an incrcase in the speced ,
of response to changes in conditions in international markets. " ;
Most obviously in the §hort-term capitAl ﬁazket,'the speed and
magnitude of flows that can be generated by MNCs have dfastica]ly . "
shortened the length of time a disequilibrium position can
continue. Moreover, it also appears as though MNCs have
increased the rate.of response to changes in other markets.

They are able to.quickly alter the value of trade flows in
responsé to changes in tariffs, etc. by altering tr;nsfer prices,

and their sophisticated financial departments enable them to,

quickly take advantage of chénges in interest rates,

h—— e e - - e ey . '

Host Country Impacts

33. The expansion of MNC operations has led to several
impacts on host countries. The impacts_gf course vary from .
country to country depending on the natuée of the MNC invest-
ment, but some delination of the general impacts are possible.

The most céntroversial impact is on the ability of host country

governments to implement policies, while other impacts are on
levels of techﬁology, balances of payments, and income and
employment levels., -

34. In most cases, MNCs tend to iimiﬁ the extent to
which host country governments can implement national policies.
Through their diversified international options MNCs can avoid
dependence 6n the economy of any single country and thereby

-
often circumvent the controls of individual national govern-

ments., To illustrate, because Ford-Germany is only a small

at which intra-firm transfers are ‘made. Bocause of i i

! a s s s 2. ccause of their relative
insulation from the maFkot, MiNCs can alter their transfer pri;es
to chanqga trade valuations for purposcs of minimizing the tariff |
cost and shifting profits within the MNGC. o™

3. Transfer prices are set by the world headouarters and .are vricey

-13- | t
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wpart of Pord-u$'s international operations, attempts to
influence the former's actions by the German Goverament could

meet with less success than would the same attempts

directed at strictly German firms. Of ‘equal jmportance is

the often conflicting goals of MNCs and nations. The MNCs

tend to view their objectives and operations from a world-wide

perspectiQe while nations are concerned primarily with their

individual welfare. This dichotomy often leads to actions by

———

- MNCs that are undesirable from the stqndpoint of specific
countrics, as exemplified by choices of MNC to move a pro-
duction plant from one country to another. v

35, The transfer of £echnology to subsidiaries by MNCs
has dircctly'aided productivity in host countries. Spin-
offs to other industries and firms probably have indirect,

but nnt insignificant, impacts on host country productivity.

Moreover, the transfer of skilled manpower, especially at thé
managerial level,.gen?rally benefits production processes in
host countries.

- 36. The extent to which the process of technology transfer
is a benefit depends on the technology transferred and on the
readiness o% the hosc country to receive it. Thus, in many )
LDCs there}are probably few'spinoffs from a transfer of *
technology because £here are no firms capable of making use !
of the technology. On the other hand, countries and firms :
with some technological expertise are able to réadily adapt
and use the spinoffs from the MNC. In the past, this latter
group has been primarily European countries and firms.

37. The impact of MNCs on host country balances of - SRR
payments varies. On the one hand, they contribute positiveiy

.to host balances of payments through capital inflows, on the
6ther hand, the remittanée of profits to the parent company .

has an adverse impact. The impact on trade balances vary

according to the nature of the investment. MNC operations to

exploit deposits of natural resources -- such as the oil

reserves in the Mid East == generally incerease host country

~-14-
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production in a host country for sale in that country alternatively
. ' faisé or lower exports as the production tends to retard

or gencrate trade flows (sce parggraéh'Zd). Finally, MNC

production . - which is sold outside of the host country -- 20%

of all US-MNC subsidiary sales are outside of the host countries --

tend to increase component imports but increases exports

of finished goods by a greater amount, usually the amount of

-, the value added in the host country. _MNC activities in '
East Asia a:i?ngthe US-Mexican border, which produce primarily
fqr export, are examples of this latter type.

_38. MNC subsidiary operations have a decidedly positive
iipact on hogt country erployment and income. It is estimated
that MNCs employ ﬁpwards of 5 million persons in host countries.
Although some MNC operations substitute for employment creation

by host country firms, in most cases IMNCs generate employment

opportunities, especially in LDCs where the domestic job-

creating capability is limited. MNCs generate host country
incomes by wage and'salary expenditurés, purchase of host
country goods and services, and_through increased government :
expenditures made possiﬁle by tax reveﬂﬁes from MNCs. _ - -

Source Country Impacts

o 39. The assessment of MNCs impact in source countries

!ilex. The impact in the terms of reference of the MNCs

?is*tﬂﬁoubtedly positive; i. e., the net, after foreign and
source country taxes, increase in earnings more than offsets
the costs of the foreign investments. However,.the impact in

the terms of reference of the entire 'source country is not so

clear.

40. The source country benefits from taxes on the
remitted foreign earningS of MNCs as well as from the carnings
themselvcs; However, to the extent that 13ICs do not remit
earnings to the source country, and that the Source country taes
only remitted carnings, the gain to the source country is

mitigated. Most countries (including the United States) do
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not tax unremitted cafnings, and most MNCs remitt only about
50% of their subsidiary earnings.

"'41. MNCs contribute to losses in fechnological leadership
of the source country by their technology tranéfers. In the
case of the:United States, for eﬁample; it is highly'likely
that technological transfers by US~based MNCs have contri-

buted to a more rgpid rate of growth of technology abroad.

l
e e e e e e e e i E

During the le:t part of the 1960s, productivity growth in

Europe outstripped that in the United States by 2 to 1 while

that in Japan was 5 times higher, The pergcntage.of us

patent application filed by foreigners rose from 22% to 32% of tﬁg;al.
42 MNés also have impacts in the source country on

balances of payments. They raise inflows of profit remittances

and capital outflows. Their impact on trade flows is at

present an undecided question. The direction in which the

establishment of fore}gn subsidiary productiqn -~ as opposed
to exporting to serve a foreign markeéyaffects the trade
balance depends on what would have occurred in the alternate
.situation. If exporting is assumeggabsiable alternative,itﬁen
the institution of fqreign.production replaces exports and
- harms the trade balance. However, if it is assumed tha: !
. because of lower costs abroad foreign competition would take ;
over the market, the foreign investment acts éo preserve the ;
* trade balance. - -
43. Closely related to the impact of MNCs on the SOurpe
country trade balance is itc affect on employment, for if
MNCs lower expor?s, they adversely affect employ-
ment. If they raise or preserve exports, employment is

benefitted. This issue, the most controversial aspect of the

MNC in the United States, is also unresolved. Undoubtedly

MNC foreign operation:displgce, on a sectoral basis, some US

jobs, but it is not clear if the long-run over-all

. P

impact is negative. R
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Table 1 .
Size Measurcs of 5.-0Cs ard
other US firms

107 MiCs non-liiiCs on othor US manufes
Fortura 500 turing enterpriz
Sales per firm 196l '
millions of dollars 9273 283.4 1.0
f.
Enployces per enterprise . ;
196 35,800 11,500 38
Flantg in US por
‘ enterprise, 1964 76 3 1.5 ‘
!'\
'
‘ : Table 2
Estimated Worldiside FDI Stock at the end of
1970, Classified by Bource Country
(villions US3) g
Source Country FDI Stbek !
United States 7842 # Totals for FDI by the |
, Buropean Corrunityr couvntric
g Unitad Kingdom 2247 include eross-Irontier
: investments within the
France ¥ 10.0 Cormunity
" Siitzerland ##* 3.8 wt A signifieant, thoush
i undaternined portion oi tie
_ Vest Germany *# 546 DI eredited to Siritzericnd
) actually originates in ot
: Metherlands ¥ 6,1 countries and rerely transi
f throuzh Siwitzerland, larsel
i Canada ko9 for tax purposes
. Italy * 3.4 " s Excludes investment in
South Vest.Africa ,
Sweden 23 : :
Belgiup # 242 .
Japan . 1.7 |
South Africa ™% 1.2 ;-
Australia 0.6 i
Portuzal 0.1 i
. . ) ~ . ]
. R ¢ ‘. te :] ’
. . ‘vl ’
’ . . -
; ‘ . o
b . !
, ' - !
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Table 3
US FDT, by percentane sharos
of industries end crens, sclectcy nost-vrar years

- (a)
Tndustries .
1946 . 1957 1965 1979
lianufocturing 33 32 39 2
Potroleoun 19 36 31 28
¥ining/Soalbing 11 9 8 8
Other . 37 23 | 22 22
Total ~100 “I00 TIO0 | I8
(v) ‘

Arcas
Conada 35 34 3 30
Latin America L3 32 19 20
Europe . kH ]} 16 28 - 3l
Other ‘ 8 18 22 19
Total : . 7100 100 100 “ito
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A . Sales of Subsidlarics of US-'tCa, as a porcontase
4 ot toial, Seloctod Courtries end Indusiries
'l'rL *
- food '  paper | , primary non-olec. eloc
¢ products products chemicals rubber motals machinery meachi.!
g ' i
¥ Ceneda 22 L3 50 72 28 100 69 |
i Latin Anerica 8 16 28 8 20 - -
: !
UK and Zurope 3 1 .6 . 13 2 10 9
transport i
equiment Y ’ : ¥
‘ Canada 100 . : : .
_Latin Anerica . - '
UK and Europe* ‘ 13
i - ' |
' -
Table S
. Euro-bond Issues by .
Category of Eorrower, 1257-71
i . (tillions 5) o
: 11967 1968 1969 1970 971§
3 US companies 562 2096 1005 h 1050
Other conpanics 515 603 817 1065 1119
3 . gtate entararises . L2 3k9 6382 59l 835 %
* Goveritients 303 500 504 351 ur9 :
Internztionzl Orcenications 120 25 : 68 215 on
b Totzl fiLele73 . 3573 3156 2966 3620

P = 7~y X T




